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Dear Fellow Shareholder:

As only the third Chief Executive Officer in AlG’s
86-year history, | am well aware of the tremendous
opportunities and responsibilities of leading this great
company. The opportunities throughout our markets
are enormous, and we have the talent, resources
and focused strategies to capitalize on them. Among
our most important responsibilities is maintaining our
entrepreneurial focus while serving customers
efficiently and responsively, and fostering the highest
professional and ethical standards.

We are embarking on a new era for AlG to be marked by
changes in the way we operate — including greater responsive-
ness and transparency — while preserving the core values that
have enabled us to build an unequaled franchise. Working with
me is a management team that includes our new Executive Vice
Chairman and Chief Operating Officer, Don Kanak; our new
Executive Vice President and Chief Financial Officer, Steve
Bensinger; and the many accomplished executives who head
our various businesses. | have great confidence in them and in
our 92,000 employees around the world.

As soon as our management team took office in March of
2005, we conducted an extensive review of AlG's books and
records. in May, we completed that review, and its findings led us
to restate our financial results and begin to address identified
weaknesses in internal controls.

We are working diligently, and will do whatever is necessary,
to ensure that we have accurate financial statements, rigorous
accounting, greater transparency and enhanced disclosure. AlG
remains one of the world's largest, most financially strong and
stable corporations, and | am confident that the changes we are
initiating throughout the organization will make AIG an even
stronger and better company.

2004 RESULTS

AlG earned $9.73 billion in 2004, an increase of 21.5 percent over
2003. For 2004, AIG ranked eighth in profits among the Fortune
500 and 13th in the world among the Forbes Global 2000.

(in millions, except per share data) 2003
Years Ended/As of December 31, 2004 Restated % Change
Netincome $ 9,731 $ 8,009 +21.5
Net income

per common share 3.69 3.04 +21.4
Total shareholders’ equity 80,607 70,030 +15.1
Revenues 97,987 79,446 +23.3
Retained earnings 64,393 55,392 +16.2
Consolidated assets 798,660 +18.5

674,153

* All financial information herein gives effect to the adjustments
and restatement described in Management'’s Discussion
and Analysis of Financial Condition and Results of Operations
in the Form 10-K, beginning on page 30.

We achieved these results in a year that included five hurri-
canes and six typhoons in the third guarter, and the terrible
devastation of the earthquake and tsunami in South Asia in the
fourth quarter. The year 2004 was the industry’s worst year ever
for catastrophes. AlG incurred a record $729 million of net after-
tax catastrophe losses. AlG colleagues around the world
responded bravely and generously to the victims of those
tragedies, who suffered unimaginable loss of life, hardship and
economic devastation, Our claims professionals moved into the
affected areas as soon as possible to assess damage and pay
claims. In South Asia, AlG volunteers searched for missing col-
leagues and famity members, and our employees are lending
their time and talent to rebuild the stricken communities. AIG
colleagues have donated more than $2 million of their own funds
to relief efforts. | am very proud of them.

Following the adjustments and restatement, total sharehold-
ers' equity at December 31, 2004 was $80.61 billion, which
represented a reduction of $2.26 billion, or 2.7 percent, from the
information published in the February 9, 2005 earnings release.

With over $80 billion in total shareholders’ equity, AIG contin-
ues to be one of the strongest and best capitalized companies in
the world. AlG's financial position is solid, our cash flow strong
and our global franchise unique.
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MARTIN J. SULLIVAN
President and Chief Executive Officer
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AIG has a diversified portfolio of market-leading businesses
that complement and balance each other. Our geographic diver-
sification throughout the world also contriputes to the strength of
our business. We continually add to our global franchise by intro-
ducing new products and distribution channels. Although we
frequently are the leading foreign company in our lines of busi-
ness, our overall market share in many countries is relatively
small. This means we have significant growth opportunities,
especially in a large number of emerging economies where the
population is increasing and per capita income is rising. So while
we are a very large company overall, we still have substantial
growth potential in all four of our business segments.

GENERAL INSURANCE

In 2004, General insurance net premiums written were
$40.61 billion, an increase of 15.9 percent over the prior year.
Operating income before realized capital gains was $3.02 billion,
and the combined ratio was 100.05. Excluding pretax catastro-
phe losses of $1.05 billion, the combined ratio was 97.31. AlG's
growing worldwide property-casualty operations generated
record cash flow of over $14 billion in 2004,

In the United States, where we are the largest insurance
provider to business, the Domestic Brokerage Group had net
premiums written of $22.50 billion, an increase of 15.0 percent
over 2003. The combined ratio of 105.57 was affected by a
fourth quarter charge attributable to a change in estimate for
asbestos and environmental reserves, as well as catastrophe
losses, which together added 6,04 points to the ratio. While pric-
Ing softened in some lines, rates in 2004 for most classes of
business were still adequate. We continue to maintain pricing
discipline and careful risk selection to help ensure that we
receive adequate returns. Our renewal retention rates, across
most lines of business, are either holding firm or improving, and
our broad product line and extensive distribution enable us to
identify profitable opportunities for growth.




Foreign markets continue to offer many attractive opportu-
nities. In 2004, Foreign General net premiums written were
$9.39 billion, anincrease of 1.6 percent. The combined ratio was
90.78, even after the impact of catastrophes. We have the indus-
try's most extensive global network, a management team
comprising seasoned local and expatriate talent in more than 75
countries, a culture of disciplined underwriting, product innova-
tion and a diverse muiti-channel distribution network.

LIFE INSURANCE & RETIREMENT SERVICES

Worldwide Life Insurance & Retirement Services had excellent
top- and bottom-line growth in 2004, GAAP premiums grew
19.5 percent to $28.08 billion. Operating income before realized
capital gains was $7.89 billion, an increase of 20.7 percent over
the prior year. Life Insurance & Retirement Services cash flow for
investment, along with cash flow from GIC operations, grew to a
record $45 billion in 2004, This cash flow generates the invest-
ment income necessary to meet cur obligations to policyholders
and provides a profit margin for our shareholders.

AlG’s Foreign Life operating income before realized capital
gains was $4.48 billion in 2004, compared to $3.52 billion in
2003. AIG has the most extensive international network of any
life insurer. We are the largest life insurer in Hong Kong, the
Philippines, Singapore and Thailand, the largest overall in the
Middle East and Southeast Asia, and the largest foreign life
insurer in Japan, the second largest life insurance market in the
world after the United States.

In the United States, we were the most profitable and fastest
growing major life insurer in 2004, Domestic Life Insurance &
Retirement Services operating income before realized capital
losses grew 13.0 percent to $3.41 billion. We are number one in
sales for term life and structured settlements, and in 2004 had
record premiums from those products and from universal life. in
our home services business, where operations have been under-
performing, we are diversifying product offerings, enhancing the
sales force and extending its reach to a broader market.

In Retirement Services, AlG VALIC, AIG Annuity and AIG
SunAmerica Retirement Markets all had substantial increases in
operating income and assets under management. The growing
need for private sector retirement savings solutions is a global
phenomenon, and we are developing and distributing products in
markets around the world. We are the leading issuer of annuities
through financial institutions in Japan, and are making inroads in
other markets including Southeast Asia, Brazil and Poland.

FINANCIAL SERVICES

AlG’s Financial Services businesses had revenues of $7.98 billion
in 2004, compared to $6.34 bilion in 2003. Operating income in
2004 was $2.61 billion, compared to $1.23 billion in 2003.
Fluctuations in revenues and operating income are to be expected
because of the volatility resulting from the accounting treatment
for economic hedges under FAS 133 and the transaction-oriented
nature of our Capital Markets operations.

International Lease Finance Corporation (ILFC), the largest
operating lessor of advanced new aircraft to airlines around the
world, had operating income of $712.2 million in 2004, com-
pared to $776.9 million a year earlier. Although not yet evident in
those results, the global commercial airline leasing business,
led by Asia, regained momentum in 2004, with lease rates firming
and aircraft values on therise.

AlG’s Capital Markets operations, which represent the inte-
grated operations of AIG Financial Products Corp. and AIG
Trading Group Inc., had operating income of $1.03 billion. These
results were affected by FAS 133 adjustments as well as the
charge relating to the PNC settlement.

In the Consumer Finance business, operating income
increased 29.6 percent in 2004 to $808.1 million, attributable to
strong performance both domestically and internationally. The
U.S. business — American General Finance — has grown
steadily by expanding its branch network, now the second
largest in the industry, and by increasing its Internet-based distri-
bution. It has consistently maintained high credit quality and
achieved strong top- and bottom-line growth in 2004.
Internationally, AIG has growing operations in markets that
include Southeast Asia, Eastern Europe and Latin America.

ASSET MANAGEMENT

Asset Management revenues increased 28.8 percent to
$4.69 billion in 2004. Operating income was up 66.0 percent to
$1.79 billion as a result of an upturn in worldwide financial mar-
kets, a strong global product portfolio, and earnings from certain
managed private equity and real estate funds now required to be
consolidated. Guaranteed investment contracts, institutional
asset management, brokerage services and mutual funds all
contributed to the gains in revenue and operating income.
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AlIG Global Investment Group ranks among the top five
institutional asset managers in the world. At year-end 2004, AlG's
Asset Management Group had $53.43 billion in client assets
under management, as well as $501.76 billion in assets AlG
manages for its own businesses.

REGULATORY MATTERS

This is a challenging time for AIG, but we are confronting the
issues before us honestly and forcefully. We have met with the
New York State Attorney General's office, the Securities and
Exchange Commission, the Office of Thrift Supervision and sev-
eral state insurance commissioners. We have communicated
our commitment to cooperate fully with all investigations of
accounting, brokerage commissions, sales practices and other
matters. We also have been working closely with the independ-
ent consultant who is reviewing transactions in conjunction with
our previous settlement with the SEC and the Department of
Justice on the PNC Financial Services Group, Inc., Brightpoint
Inc. and related matters. A thorough discussion of these issues
begins on page 16 of the Annual Report on Form 10-K.

Under my leadership, AIG will step up and take an active role
implementing the reforms necessary at AlG and throughout the
insurance industry. We are working to ensure that every
employee in our organization upholds the highest standards.
AlG has formed a Complex Structured Finance Transaction
Committee, comprising senior executives from our businesses
and from the finance, lega!l and claims functions. This committee
reports on a regular basis both to the Audit Committee of AlG's
Board of Directors and to me. Since April 2004, AIG Financial
Products Corp. also has had its own Transaction Review
Committee. All of our business units have established policies
and procedures to comply with the directives of the Complex
Structured Finance Transaction Committee.

To enhance risk management throughout the organization,
we have brought together our credit, market and operational risk
management capabilities into one Enterprise Risk Management
department, which is led by Bob Lewis, who brings nearly
30 years of financial services industry experience to the function.

We have also strengthened our compliance function.
Employees who have compliance questions or concerns, or
have a violation to report, can contact a Compliance Help Line.
Translators are available in mare than 70 languages for those
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MARTIN J. SULLIVAN
WIN J. NEUGER

President and Chief Executive Officer

Executive Vice President and
Chief Investment Officer

Senior Vice Chairman, Life Insurance

Executive Vice President, Chief Financial
Officer, Treasurer and Comptroller
Executive Vice Prasident,

Domestic General Insurance

Executive Vice Chairman and
Chief Operating Officer

EDMUND S.W. TSE
STEVEN J. BENSINGER

KRISTIAN P. MOOR

DONALD P. KANAK

employees who need assistance. Employees who wish to
remain anonymous may do so. We have augmented our ethics
education program on a worldwide basis to reinforce the stan-
dards set forth in our Code of Conduct.

We value our reputation, which our employees around the
world have worked diligently over many years to build. The ethi-
cal leadership we exercise and uphold day in and day out in cur
business is inseparable from the leadership positions we have
earned in our markets. | am convinced that the processes we are
implementing, the values we are reinforcing and the changes we
are making to increase transparency and build a constructive
relationship with regulators and other government entities will
make AlG a stronger and better company.

RATINGS

Although AIG continues to have a very strong financial position,
the rating agencies took action following the company’s
announcements that we would delay the filing of our Form 10-K
and restate results. Currently, S&P rates AlG's long-term debt
“AA”, and most of our financial strength ratings are “AA+”".
Moody’s rates AlG's long-term debt “Aa2”’, and our financial
strength ratings are either “Aal” or "Aa2”. Fitch rates AlG's long-
term debt as "AA”, and our financial strength ratings are “AA+".
AlG’s insurance companies hold “A+” financial strength ratings
from A.M. Best. A number of these ratings carry negative
outlooks or are on review for possible further downgrade.
Despite the downgrades, these ratings continue to be among the
strongest in the industry.

AlG STOCK PRICE AND DIVIDENDS

AlG's stock price at year-end 2004 was essentially flat compared
to year-end 2003, but it has declined 15.4 percent between
December 31, 2004 and May 31, 2005. We know how disap-
pointing the past several months have been for our shareholders
and others who put their trust in AIG. However, by continuing to
produce quality results, | believe that, over time, the underlying
value and strength of AlG will once again be reflected in the
stock price.

In January 2005, AIG announced a 66.7 percent increase in
the quarterly cash dividend — to $0.125 per share from
$0.075 per share. This is the largest dividend increase in the his-
tory of AIG, and it reflects our strong financial position, growth in
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virtually all segments of our business and confidence in our
strategic plans for the future. We also increased the quarterly
dividend by $0.01 per share in the third quarter of 2004. The
combination of these two increases represents a cumulative div-
idend increase of 92.3 percent.

BOARD OF DIRECTORS

The AIG Board of Directors is serving a vital role in making nec-
essary changes, improving corporate governance and providing
valuable support to our management team. Frank Zarb was
named Interim Chairman and Lead Director in April 2005, after
serving as a member of the Board since February 2001. He has
diligently and selfiessly worked on behalf of AlG, and we deeply
appreciate his many continuing contributions to our company.

In 2005, three additional Directors have joined the Board
who provide valuable independent oversight and guidance to
our company. In March 2005, the Board of Directors elected
Stephen L. Hammerman as a Director. Mr. Hammerman was a
Vice Chairman of Merrill Lynch until 2002. In April, George L.
Miles, Jr. and Morris W. Offit were elected Directors. Mr. Miles is
President and CEC of WQED Multimedia, the public broadcaster
in southwestern Pennsylvania. He is a certified public accoun-
tant. Mr. Offit is Co-Chief Executive Officer of Offit Hall Capital
Management. Previously, he was founder and CEOQO of
OFFITBANK. Mr. Offit was one of the country’s first Chartered
Financial Analysts and served as the first Chairman of the
Professional Ethics Committee for the Financial Analysts
Federation. Messrs. Hammerman, Miles and Offit bring a wealth
of experience to AIG. Frank J. Hoenemeyer, who has been a
member of AIG's Board of Directors since 1985, has chosen not
to stand for reelection. Mr. Hoenemeyer has made significant
contributions to AlG, and we thank him for his many years of
dedication and service.

6: LETTER TO SHAREHOLDERS

Maurice R. “Hank” Greenberg retired in 2005 as Chairman and CEQO of AlG after serving
our organization for 45 years. He succeeded our founder, Cornelius Vander Starr, as
Chief Executive Officer in 1967. Under Mr. Greenberg's leadership, AIG became one of
the largest and best capitalized insurance and financial organizations in the world.
He helped open up markets around the world, so that today we do business in more than
130 countries and jurisdictions. During his tenure, AlG’s business mix diversified to
include significant retirement services, aircraft leasing, consumer finance, capital mar-
kets and asset management operations, as well as property-casualty and life insurance.
On behalf of AlG, its management and employees, | want to thank Mr. Greenberg for his
decades of service and accomplishment.

The Board of Directors has also established two new com-
mittees: the Regulatory, Compliance and Legal Committee and
the Public Policy and Social Responsibility Committee.

CONCLUSION

I would like to summarize what will, and what will not, change
under AIG's new leadership.

What is changing at AIG:

AIG will do a better job in the following areas:

Full Cooperation with Regulators. We want an open and
constructive relationship with our regulaters and other govern-
ment officials. We share a common goal of achieving greater
transparency, maintaining the highest ethical standards, and
justifying our customers’ confidence and trust. We are cooperat-
ing with those officials to resolve outstanding issues and are
working to enhance our compliance and corporate governance.

Rigorous Accounting. We will not enter into transactions
that have an accounting result as their sole or primary purpose.
The numbers will reflect the rigorous application of all of the
appropriate accounting standards and the most accurate possi-
ble measures of our financial condition.

Greater Transparency. We have increased our disclosure in
recent years, and are committed to providing even more infor-
mation and clarity to our shareholders and the public at large.
This year's Form 10-K, which includes significant details on key
issues, is evidence of that commitment.

No Conflicts of Interest. We intend to steer clear of conflicts
and any relationships that could lead to, or give the appearance
of, a conflict. Qur property-casualty companies will not enter into
placement service agreements or similar incentives to insurance
brokers, and we are insisting that brokerage commissions and
payments are disclosed to customers. Although our historical ties
with Starr international Company, Inc. have benefited AlG share-
holders over many years, we are working {o restructure them to
avoid any potential conflict. -




What will not change at AlG:

Financial Strength. AlG's customers arcund the world rely
on AlG's financial strength. Whether it is a multinational corpora-
tion insuring a “long-tail” risk or a family saving for its future by
purchasing one of our annuities, our customers count on us to
be there for them. With $80.61 billion in total shareholders’
equity, AIG continues to be among the world’s most financially
strong and stable companies.

Global Reach. AlG has a unigue international heritage and a
presence in every major market in the world. This enables us to
serve customers and identify opportunities for growth on a very
broad scale. Our geographic diversification also is a source of
strength, as our results are not overly dependent on economic
conditions in any single region.

Market Leadership. AlG has our industry’s strongest fran-
chise. AIG companies comprise the largest U.S. underwriters of
commercial and industrial insurance as well as the most exten-
sive international property-casualty network. Our global Life
Insurance businesses make up the most geographically diverse
network of any life insurer. We also have strong and growing
Retirement Services, Financial Services and Asset Management
businesses throughout the world. These leadership positions
benefit our customers and shareholders by providing
economies of scale, market knowledge and experience.

Customer Focus. By staying close to our customers and
understanding their needs, we are able to develop new and
innovative solutions as well as cross-market our worldwide
product resources to best serve them. We utilize & wide array of
traditional and alternative distribution channels to reach cus-
tomers and build our business.

A Family Feeling. AlG’s founder, Cornelius Vander Starr,
instilled the company, from its earliest days, with a strong and
cohesive culture that fosters close teamwork and a long-term
commitment to shareholders, customers and colleagues.
Talented, highly motivated men and women of every nationality
and background succeed by serving their customers with skill,

loyalty and integrity. | believe the fellowship and closeness at AIG
are unlike that of any other farge company. We work together
with a common purpose and support one another in good times
as well as in challenging times. Generations of families have
worked for AIG. Similarly, we have customers and agents around
the world whose parents, grandparents and great-grandparents
have been our customers and agents. We look forward to serv-
ing their children and grandchildren too.

For 86 years, we have succeeded by making positive con-
tributions to the consumers and companies we serve and the
countries where we do business. Our customers choose us
because they know we stand behind them. We must always
live up to that promise and earn their trust. As | have empha-
sized repeatedly, my success, and the success of AIG's
management, will be measured in large part on how well we
address those issues.

On behalf of all of AlG's management and our Board of
Directors, | want to thank our employees, agents and pro-
ducers around the world for their exemplary efforts. Working
as a team, we will preserve the best of AlIG and take the
company to new heights of achievement for customers, share-
holders and employees.

Martin J. Sullivan
President and Chief Executive Officer
June 10, 2005
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FINANCIAL HIGHLIGHTS

Throughout this Annual Report, AIG presents its operations and financial information in the way it believes will be most meaningful
and useful, as well as most transparent, to the investing public and others who assess the performance of AlG.

This presentation includes the use of certain non-GAAP measures. In addition to the GAAP presentations of net income and
operating income, AlG shows net income, operating income and other ratios derived from such measures exclusive of realized
capital gains (losses) and certain cther items. A reconciliation of such measures to the most comparable GAAP figures in
accordance with Regulation G, promulgated by the Securities and Exchange Commission, is presented on page 40 and in the

Five Year Summary of Consolidated Operations on page 41.

{in millions, except per share data and ratios)@ 2004 Resiggg % Change
Netincome $ 9,731 $ 8,009 21.5
Realized capital losses, net of tax 26 446 —
Cumulative effect of accounting changes, net of tax 144 ©) —
Adjustments relating to FAS 133, net of tax (323) 851 —
Net income, before realized capital losses, cumulative

effect of accounting changes, and FAS 133 adjustments, net of tax 9,578 9,297 3.0
Net income, per common share — diluted 3.69 3.04 21.4
Net income, before realized capital losses, cumulative effect

of accounting changes, and FAS 133 adjustments, net of tax, per common share 3.64 3.53 3.1
Book value per common share 31.05 26.85 15.6
Revenues®) $ 97,987 $ 79,446 23.3
Assets 798,660 674,153 18.5
Total sharenolders’ equity 80,607 70,030 15.1
General Insurance combined loss and expense ratio 100.05 92.47

(a) 2004 has been adjusted from results announced in AIG’s earnings release on February 9, 2005, and 2003 has been restated.

{b) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAF premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management advisory and management fees and net investment income with respect

to guaranteed investrment contracts and realized capital gains (losses).

NET INCOME® REVENUES®© ASSETS(©
(biliions of dollars) (billions of dollars) (billions of dollars)
9.73 98.0 798.7
794 | 674.2
66.5 i 561.6
6.14 5.870) 60.2 492.4
58 423.9

I 4Jﬂd)I I I I I
J i
| o0 of 02 0 01 02 03 04

TOTAL
SHAREHOLDERS’ EQUITY®
(billions of dollars)

| 70.0
58.8
460 50.5 I

I
| o o

{c) 2004 has been adjusted from results announced in AIG's earnings release on February 9, 2005, and years prior to 2004 have been restated.

(d) 2001 includes net after-tax World Trade Center losses of $533 million and restructuring charges of $1.38 billion.

(e) 2002 includes $1.4 billion net after-tax General Insurance loss reserve charge.

(f 2004 includes $729 million in catastrophe losses, $144 million related to the cumuiative effect of an accounting change and $553 million for

the change in estimate for asbestos and environmental reserves, net of taxes.
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AlG AT A GLANCE

WORLD LEADERS [N INSURANCE AND FINANGIAL SERVIGES,
AlG HAS FOUR PRINCIPAL BUSINESS SEGMENTS:

GENERAL INSURANCE

The largest U.S. underwriters of commercial and industrial insurance and the most
extensive international property-casualty network, including personal lines and morigage
guaranty insurance.

LIFE INSURANCE & RETIREMENT SERVICES

The most extensive global network of any life insurer, the most profitable U.S. life insurance
organization and a retirement services franchise that includes leadership positions in the
U.S. fixed and variable annuity markets and a growing international network.

FINANCIAL SERVICES
A major presence in aircraft finance, capital markets, consumer finance and insurance
premium finance.

ASSET MANAGEMENT
institutional, retail and private fund management through a growing global network.

GENERAL INSURANCE 19.7%.
2004 CONSOLIDATED AIG OPERATING INCOME [}Q “99.9%

BY MAJOR BUSINESS SEGMENT* ’ 8.6%

DOMESTIC

DOMESTIC

FOREIGN . -

ASSET MANAGEMENT 11.7%

* Before realized capital gains (losses), other income
{deductions)—net, minority interest, cumulative effect of an
accounting change and income taxes.
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GENERAL INSURANCE

AlG’s General Insurance operations include the largest U.S.
underwriters of commercial and industrial insurance, the most extensive
international property-casualty network, a personal tines business

with an emphasis on auto insurance and high-net-worth clients and
morigage guaranty insurance operations. AlG's leadership is a result

of its underwriting skill, innovative insurance solutions, financial strength,
superior service and responsive claims handling. The AIG claims
operation gives clients access to a vast worldwide network of dedicated
experts and top legal firms.

DOMESTIC BROKERAGE GROUP

The principal units of the Domestic Brokerage Group (DBG) provide
the widest available range of commercial and industrial coverages.

o National Union Fire Insurance Company of Pittsburgh, Pa. is the
leading provider of directors and officers, employment practices
liability and network security insurance and a premier under-
writer of professional liability and fiduciary coverages.

o American Home Assurance Company is a top provider of
commercial umbrelia iability insurance and primary workers
compensation insurance.

o Lexington Insurance Company is the largest excess and surplus
lines carrier, specializing in difficult-to-place property and casu-
alty risks.

o AlG Environmental is the leading provider of environmental cov-
erages and services.

o AIG Risk Management, Inc. provides casualty risk management
products and services to large commercial customers,

o AIG Worldsource is a leading provider of global insurance
programs for U.S.-based multinationals, as well as foreign
companies with operations in the United States.

s HSB Group, Inc. is the parent company of Hartford Steam Boiler
Inspection and Insurance Company, a leading worldwide
provider of equipment breakdown insurance.

o DBG also includes many specialty business units that draw on
the worldwide resources of AIG companies to meet client needs
in aviation, transportation, the construction and energy indus-
tries, and accident and health coverages, as well as engineering
services through AIG Consultants, Inc.

FINANCIAL SERVICES

AlG’s Financial Services businesses specialize in aircraft leasing,
capital markets, consumer finance and insurance premium finance.
These businesses complement AlG’s core insurance operations and
achieve a competitive advantage by capitalizing on opportunities
throughout the AIG global network.

The businesses in AlG’s Financial Services Group are leaders in the
markets they serve.

» International Lease Finance Corporation (ILFC} is AlG’s aircraft
finance business. ILFC is a market leader in the leasing and
remarketing of new advanced technology commercial jet air-
craft worldwide.

= Capital Markets operations engage in transactions, as principal,
to provide clients with risk management solutions and sophisti-
cated hedging products in standard and customized interest rate,
currency, equity, commadity, debt, energy and credit products.

10 AIG AT A GLANCE

GENERAL INSURANCE

OPERATING INCOME(®)

460 (billions of dollars)

(8} Before realized capital gains (losses). 2004 has
been adjusted from results announced in AlG's
earnings release on February 9, 2005, and years

1.89(0) 141 prior to 2004 have been restated.

: {b) 2001 includes World Trade Center losses of
$769 miflion. 2002 includes General Insurance
loss reserve charge of $2.1 billion. 2004 includes

catastrophe losses of §1.05 biftion, and an

l | increase of 3850 million to net loss reserves
0 o 02 03 04 | reflecting the change in estimate for asbestos

and environmental reserves.

3.0200)
224

DOMESTIC PERSONAL LINES

AlG's growing Domestic Personal Lines operations provide automo-
bile insurance through AIG Direct, the mass marketing operation;
Agency Auto Division and 21st Century Insurance Group, as well as
a broad range of coverages for high-net-worth individuals through
the AIG Private Client Group.

UNITED GUARANTY CORPORATION

United Guaranty Corporation subsidiaries provide default protec-
tion insurance for first and second mortgages and student loans,
as well as other financial services, to financial institutions and
mortgage investors.

TRANSATLANTIC HOLDINGS, INC.

Transatlantic Holdings, Inc., which is a majority-owned subsidiary
of AIG, is the largest publicly traded, U.S.-based reinsurance
organization.

THE FOREIGN GENERAL INSURANCE GROUP

The Foreign General Group comprises AlG’s international property-
casualty operations.

o American international Underwriters (AlU) is the marketing unit
for AIG's overseas property-casualty operations, the most
extensive foreign network of any insurance organization.
Stretching across Asia and the Pacific to Latin America, Europe,
Africa and the Middle East, AlU markets a full range of property-
casualty products to both commercial and consumer clients.

i FINANCIAL SERVICES
OPERATING INCOME(
(billions of dollars)

(a) 2004 has been adjusted from results
announced in AlG's earnings refease
on February 9, 2005, and years prior
to 2004 have been restated. The
application of FAS 133 has resufted
in period to period volatifity.

1.70 1.87
I I 1.23

w o 02 03 04

Clients include top-tier corporations, financial institutions, gov-
ernments, agencies, institutional investors and high-net-worth
individuals throughout the world.

a  AlG's consumer finance business consists of American General
Finance, Inc., one of the largest consumer finance organizations
in the United States, and AIG Consumer Finance Group, Inc.,
which, through its subsidiaries, offers a broad range of con-
sumer finance products, primarily overseas.

Imperial A.l. Credit is the largest insurance premium finance
provider in the United States.



LIFE INSURANCE & RETIREMENT SERVICES

Serving millions of customers around the world, AIG’s growing global
Life Insurance businesses make up the most extensive network of any
life insurer. Strategies for enhancing growth throughout the AIG Life
franchise focus on developing new markets, expanding distribution
channels and broadening product offerings. AlG has one of the premier
Retirement Services businesses in the United States. It also has an
extensive international retirement services network to meet the growing
needs of groups and individuals in countries worldwide.

FOREIGN LIFE INSURANCE & RETIREMENT SERVICES

AlG's Foreign Life Insurance & Retirement Services operations
are conducted principally through the following market-leading
companies:

o American International Assurance Company, Ltd. (AlA})is AlG's
flagship life insurance company for Southeast Asia and the
largest life insurer in the region. Its extensive network of
branches, subsidiaries and affiliates spans Australia, Brunei,
China, Guam, Hong Kong, India, Indonesia, Macau, Malaysia,
New Zealand, Singapore, South Korea, Thailand and Vietnam.

o American Life Insurance Company (ALICO) is among the largest
international life insurance companies in the world, with opera-
tions in more than 50 countries. ALICO's cperations stretch from
Japan to Europe, the Middle East, Africa, Latin America, South
Asia and the Caribbean.

o AIG Star Life Insurance Co., Lid. is contributing to AIG’s growing
life insurance presence in Japan.

o AIG Edison Life Insurance Company serves Japan through
7,300 agents and other channels.

o Nan Shan Life Insurance Company, Ltd. is Taiwan's second
largest life insurer.

o  The Philippine American Life and General insurance Company
(Philamlife) is the largest life insurance company in the
Philippines.

ASSET MANAGEMENT

AlG’s Asset Management Group manages institutional, retail

and private fund assets, in addition to AlG insurance invested assets.
Businesses in the group leverage AlG's deep knowledge of markets
around the world and expertise in a wide range of asset classes.

AlIG Global Investment Group ranks among the top five institutional
asset managers in the world.

o AlG Global investment Group manages equities, bonds,
private equity, hedge funds of funds and real estate investments
for institutional, individual and high-net-worth investors around
the world.

o AlG SunAmerica Asset Management Corp. manages, advises
and administers retail mutual funds, as well as the underlying
assets of AIG SunAmerica and AlG VALIC variable annuities
sold to individuals and groups throughout the United States.

LIFE INSURANCE & RETIREMENT
SERVICES OPERATING INCOME®
7.89 {billions of dollars)

{a) Before realized capital gains (losses).
2004 has been adjusted from results
announced in AIG's earnings release oni
February 9, 2005, and years prior to
2004 have been restated.

(v) 2001 includes World Trade Center losses
of $100 million.

653
560
452 5037

00 o 02 03 04

DOMESTIC LIFE INSURANCE & RETIREMENT SERVICES

In the United States, AlG's Domestic Life Insurance & Retirement
Services businesses offer a compreheansive range of life insurance,
annuity and accident and health products for financiat and estate
planning and wealth transfer, using a full complement of distribution
channels, including career agency networks, independent advisors,
financial planners, brokers and banks. The principal Domestic Life
Insurance & Retirement Services operations include the following:

= AIG American General, one of the fastest growing major life insur-
ance organizations in the United States, distributes a broad range
of life insurance, annuity and accident and health products.

a  AlG Annuity Insurance Company is the largest issuer of fixed
annuities in the United States and the leading provider of
annuities sold through financial institutions.

o AIG VALIC is the nation's leading provider of group retirement
plans to primary and secondary educational organizations, the
second largest to healthcare groups and the third largest to
institutions of higher education.

o AIG SunAmerica Retirement Markets, Inc. is one of the nation’s
leading distributors of individual variable annuities.

ASSET MANAGEMENT
OPERATING INCOME®
179 (billions of dollars)

(a) 2004 has been adjusted from resufts
089 101 1.08 announced in AIG's earnings release
092 ™ on February 9, 2006, and years prior
H to 2004 have been restated.
|
|

0 o0 02 03 04

o The AlG Advisor Group, Inc. provides professional investment
advice to help clients achieve their retirement goals.

o AlG Private Bank Ltd., AlG's Zurich-based private banking
subsidiary, specializes in providing asset management and
private banking services to a worldwide clientele.

o AIG SunAmericais an industry leader in guaranteed investment
contracts, a business it writes on an opportunistic basis when
net investment spreads are attractive.

AMERICAN INTERNATIONAL GROUP, INC. 2004 ANNUAL REPORT : 11




Review of Operations

AlG’s businesses earn many top rankings,
which are highlighted throughout this
Review of Operations. Details and source
information for footnoted items can be
found beginning on page 44.

12 : REVIEW OF OPERATIONS
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Lexington Insurance Company is the largest excess and
surplus insurer and provides coverage to leading institutions of
higher education, including Princeton University.

14: REVIEW OF OPERATIONS : GENERAL INSURANCE




DOMESTIC EENERAL INSURANCE

LARGEST U.S, UNDERWRITERS OF COMMERCIAL AND INDUSTRIAL INSURANCE ™

# U.S, UNDERWRIER: DIRECTORS & OFFICERS, EMPLOVIMENT PRACTICES;,
NETWORK SECURMTY, PROFESSICNAL LIABILITY, CONMMERCIAL UMBRELLA
LIABILITY, WORKERS COMPENSATION, SURPLUS LINES, ENVIRONMENTAL,
AVIATTICN AND ATRLINE TERRURISM, EQUIPMENT BREAKDOWN AND QCEAN
MARINE INSURANCE @

TRANSATLANTIC IS THE LAREEST PUBLICLY TRADED, U.S.-BASED REINSURANCE
ORGANZATION

THE AlE PRIVATE CLIENT GROUP SERVES MORE THAN $0% CF THE FORBES
RICHEST AMZRICANS
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American Home Japan is the leading direct marketer of
non-life insurance products, which include coverages for senior
citizens, a growing segment of Japan’s population.
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FOREIGN GENERAL INSURANCE

MIOST EXTENSIVE INTERNATIONAL PROPERTV=CASUALTY NETWORK®

FIRST FOREIEN EENERAL INSURER (N BRAZL AND CHINA AND FIRST U.S-BASED
EENERAL INSURER [N THE CZECKH REPUBLIC, ESTUNIA, FINLAND, HUNGARY, INDIA,
POLAND, ROMANIA, RUSSIA, THE SLOVAKX REPUBLIC AND UZBEXISTAN

LARGEST FOREEN-0WNED PROPERTV-CASUALTY INSURANCE FRANCISE
INRVARNNES

LARGEST FOREIEN NON-LIFE INSURANCE PROVIDER 1N MANLAND CHINA, HONG XONE,
JARRAN, KOREA AND THAILAND @

U.S,-BASED GENERAL INSURER (¥ EURCPE®

THE AlG COMIPANIES COMPRISE THE LARGEST AND MOST PROFITABLE GENERAL
INSURANGE OREANIZATION [N SOUTHEAST ASIA®

& INSURER CF CORPORATE BUSINESS [N BRAZIL®
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DOMESTIC BROKERAGE GROUP—
NET PREMIUMS WRITTEN*
(billions of dollars)

22.50
19.56
14.47
952

7.82 2004 has been
adjusted from results
announced in AlG's
earnings release on
February 9, 2005, and

00 0 02 03 04

years prior to 2004
have been restated.

DOMESTIC BROKERAGE GROUP

The Domestic Brokerage Group (DBG) markets property-casualty insurance products and services to customers ranging from large
multinationals to small businesses. The DBG companies offer some of the largest capacity available in the marketplace, underwrite
a wide range of coverages and are leaders in many specialty and difficult-to-place classes of business.

2003
(in millions, except ratios) 20044 Restated
Net premiums written $22,504 $19,563
Combined ratio 105.57 96.79

(a) In 2004, catastrophe losses amounted to $582.2 million, and the
change in estimate for asbestos and environmental reserves totaled
$700 miilion, adding 2.74 points and 3.30 points respectively, to the
combined ratio.

DBG is the preeminent commercial property-casualty organiza-
tion in the United States. Its industry leadership is driven by
innovative insurance solutions, a broad range of products, finan-
cial strength, superior service and responsive claims handling.
Results in 2004 were affected by record catastrophes and a
charge to increase asbestos and environmental reserves.

National Union leads the U.S. directors and officers
insurance market. In an environment characterized by unprece-
dented levels of public and regulatory scrutiny, as well as legal
action, National Union developed several new products for both
large and smali corporations. Naticnal Union also launched
products tailored to protect independent board members
of mutual funds, as well as new products for the directors and
officers of venture capital and private equity firms.

In 2004, American Home passed the $5 bitlion mark in gross
premiums written. It is the leading U.S. commercial umbrella/
excess casualty provider, and has contributed to AlG’s position
as the nation’s larges® private workers compensation insurance
underwriter. Business generated on a Web site selling workers
compensation coverage to small businesses grew by more than
22 percent to $1.23 billion in gross premiums written.

Lexington provides coverage in three key product areas —
property, casualty and healthcare. In 2004, Lexington pioneered
new products for homeland defense/terrorism, venue liability,
higher education institutions and adult and youth amateur
sports insurance plans.

Starr Excess Liability Insurance Company, Ltd., a leading
writer of high-limit excess liability and financial lines coverages,
was one of the top providers to Fortune 500 companies in 2004,

18: REVIEW OF OPERATIONS : GENERAL INSURANCE

AlG Environmental is the leading provider in the primary
environmental insurance market. Nearly every standard
environmental policy form currently in use by the industry was
first developed by an AIG companies underwriting team.

AIG Risk Management, Inc. is a leading provider of primary
casualty programs for large corporations, as well as risk man-
agement programs for major construction firms and projects. In
2004, these included the Boston Central Artery Tunnel and the
initial rebuilding work on the World Trade Center. Its global risk
management unit is a leading provider of comprehensive risk
management and captive services.

AlG Worldsource generated more than $1 billion in gross writ-
ten premiums. It was one of the largest providers of Defense Base
Act coverage for U.S. and other foreign country customers, as well
as local nationals, engaged in reconstruction projects in lraq.

AlIG Global Energy, a leading provider of insurance and
risk management programs to energy and energy-related compa-
nies worldwide, had a record year in premium growth and profits.

The Domestic Accident & Health Division had good pre-
mium growth in 2004. It is the largest underwriter of group
accident insurance provided to employers for their employees,
as well as to non-employer organizations, such as trade and reli-
gious associations. Cross-selling initiatives had good results
targeting new programs and select industry groups.

The DBG Aviation Division, the number one U.S.-based
provider of aviation insurance, had strong underwriting results in
2004. Counting more than 100 of the world's major airlines as
customers, it is also the lead provider of airline terrorism cover-
age. In addition, it is the largest insurance provider for U.S.
regional airlines and owner-flown light aircraft.

AIG Small Business concluded its third operating year with
over $500 million in gross premiums written and more than
40,000 policies in force.

Hartford Steam Boiler Inspection and Insurance Company
(HSB) had record net premiums and excellent underwriting
results for the year. HSB's growth was driven by expansion of its
client company base and the delivery of risk management and
engineering services, as well as a growing portfolio of business
in overseas markets.




DOMESTIC PERSONAL LINES
The core businesses of AlG’s Domestic Personal Lines are AlG Direct, the mass marketing operation; Agency Auto Division;

21st Century Insurance Group and the AlG Private Client Group.

2003
(in millions, except ratios) 2004@ Restated
Net premiums written $4,354 $3,732
Combined ratio 96.53 95.11

(a) In 2004, catastrophe losses amounted to $24.7 million, which
added 0.57 point to the combined ratio.

AlG’'s Domestic Personal Lines operations had a good 2004, with
solid underwriting results and strong premium growth in all of its
core businesses. AlG Direct, which provides private passenger
auto insurance through a range of direct sales channels,
increased new policy production by 45 percent and successfully
integrated the personal auto insurance business acquired from

GE in 2003. The Agency Auto Division had sirong growth in its
key markets by increasing its independent agent/broker base,
adding three additional states and expanding its product offer-
ings. 21st Century Insurance Group, which is a majority-owned
subsidiary of AIG, had profitable growth with good results driven
in part by its successful Internet initiative and program serving the
Spanish-speaking community. The AlG Private Client Group,
which provides personal insurance and risk management ser-
vices to high-net-worth individuals, had a strong year. it expanded
its offerings through a number of initiatives, including a new loss
prevention unit and the launch of primary flood coverage to eligi-
ble homeowners' policies.

UNITED GUARANTY CORPORATION

United Guaranty Corporation (UGC) subsidiaries provide mortgage guaranty insurance for first and second mortgages, as well as
a comprehensive range of financial products and services to lenders and mortgage investors, including mortgage fraud recovery

services and student loan default insurance.

(in millions, except ratios) 2004 2003
Net premiums written $607 $531
Combined ratio 53.31 48.67

UGC reported solid results in 2004. The company, a model of
operating efficiency, maintains one of the best combined ratios
in the domestic mortgage guaranty insurance industry. UGC
executed significant international expansion initiatives during
the year and opened new business development offices in
Beijing, Mexico City, Milan and Tokyo. UGC also received a
license to open a branch in Taiwan, making it the only mortgage
guaranty company in that market.

TRANSATLANTIC HOLDINGS, INC.

Transatlantic Holdings, Inc. (Transatlantic) is a leading international reinsurance organization with a network of offices located in
the Americas, Europe, Asia and Australia. Transatlantic is majority owned by AIG.

(in miflions, except ratios) 20040 2003
Net premiums written $3,749 $3,341
Combined ratio 101.46 06.46

(a) In 2004, catastrophe losses amounted to $215.0 million, which
added 5.87 points to the combined ratio.

Transatlantic's financial condition and business franchise are
among the strongest in the reinsurance industry. Results were
affected by hurricane and typhoon activity in the Caribbean,
Japan and United States, as well as the devastating tsunami
in South Asia. Transatlantic’s 12.2 percent growth in net premi-
ums written was fueled by strong performance in international
markets. While domestic net premiums written remained level
due to softer market conditions in many sectors and greater
retention levels, Transatlantic grew its core specialty casualty
and general liability classes.

AMERICAN INTERNATIONAL GROUP, INC. 2004 ANNUAL REPORT : 19




FOREIGN GENERAL INSURANCE—
NET PREMIUMS WRITTEN*
(billions of dollars)

9.39
7.85
6.17
5.12 5.36
*2004 has been
adjusted from resuits
announced in AIG's
earnings refease on
February 8, 2005, and
00 01 02 03 04

years prior to 2004
have been restated.

FOREIGN GENERAL INSURANCE

AlG’s Foreign General Insurance Group has the most extensive worldwide network of any insurance organization. Its operations
encompass more than 75 countries in Asia, the Pacific Rim, Latin America, Europe, Africa and the Middle East.

2003
(in millions, except ratios) 2004@ Restated
Net premiums written $9,393 $7,855
Combined ratio 90.78 83.29

(a) In 2004, catastrophe losses amounted to $232.3 million, which
added 2.63 points to the combined ratio.

Market firsts. Top rankings. Quality underwriting. These hall-
marks of leadership contributed to another year of strong resuits
and were in abundance throughout American International
Underwriters (AlU), the marketing unit for AIG’s overseas prop-
erty-casualty operations. Nearly all of AlU's major regions
reported double-digit growth in net premiums written. A culture
of disciplined underwriting and cost control enabled AlU to
achieve good results during the year, despite the catastrophic
effect of the tsunamiin South Asia, typhoons in Japan, and hur-
ricanes in the Caribbean and Gulf of Mexico. Foreign General’s
combined ratio of 80.78 is among the best in the industry.
A multi-distribution channel strategy is a key component of AlU’s
business model. In addition to the traditional broker channel, AlU
distributes through agents, on a direct basis, via banks, affinity
groups and associations, among others. AlU’s strengths also
include a management team comprising seasoned local and
expatriate talent in more than 75 countries.

In Japan, the combined operations of AlU Insurance
Company (AlUl}, the largest foreign property-casualty insurer,
and American Home Assurance Company, the largest non-life
direct marketing insurance operation, had good results.
Together, they account for more than 65 percent of the gross
premiums written by foreign property-casualty insurers in Japan.
AlUl'had good results in the overseas travel accident area, a line
inwhich it holds the largest market share. On the consumer side,
American Home is & leader in the direct auto market. In 2004,
growth initiatives have included further penetration of the large
company market and the acquisition of the Japan branch portfolio
of Royal & SunAlliance, which was finalized in February 2005.

20 REVIEW OF OPERATIONS : GENERAL INSURANCE

The UK/Ireland region had a good year and expanded its
business with major corporations as well as consumers. In the
United Kingdom, the world’s third largest insurance market, the
compounded annual growth rate in premiums has been in
excess of 30 percent since the year 2000, with excellent under-
writing results. AIG Europe, S.A. had a solid year serving
customers in Continental Europe, benefiting from a flight to qual-
ity. AIG companies have had a presence in Continental Europe
for 60 years — France and Germany are among our top 10 mar-
kets. The Central Europe and C.|.S. Region, which operatesin 12
countries, reported good premium growth and strong profits.
This region is also benefiting from closer economic integration
within Europe.

AlG's joint venture in India, Tata AlG General Insurance
Company Limited, is a leading private sector insurer and it had
solid growth in its key lines.

AlU is the largest and most profitable general insurance
organization in Southeast Asia. Strong growth was evident in
many lines, including retail travel insurance and personal auto,
both strategically important growth areas. In mainland China,
AlU was among the first foreign insurers to be granted a license
to provide general insurance products to local as well as foreign
clients. In addition, efforts with PICC Property and Casualty
Company Limited (PICC P&C) to develop the market for accident
and health products through PICC P&C’s 4,300 branch offices
are on target. In November, PICC P&C launched a new product
providing comprehensive insurance coverage for ilinesses and
accidents. In the Latin America region, Brazil's Unibanco AIG
Seguros S.A. had good premium growth, outperforming the
industry average, and it was the leading provider of insurance to
corporations. AlU had a record year in Argentina, where the
economy is recovering.
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AlA is the only wholly owned foreign life insurer in China,

with a presence in eight cities — Beijing, Dongguan, Foshan,
Guangzhou, Jiangmen, Shanghai, Shenzhen and Suzhou.
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AIG VALIC is the leading provider of
retirement products to primary and secondary
educational institutions.
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FOREIGN LIFE INSURANCE &
RETIREMENT SERVICES—
GAAP PREMIUMS*

{(billions of doltars) 21.92

17.87
15.51
12,07
2004 has been
adjusted from results
announced in AlG's
earnings release on
February 8, 2005, and
years prior to 2004
have been restated.

FOREIGN LIFE INSURANCE & RETIREMENT SERVICES

AlG’s Foreign Life Insurance & Retirement Services businesses offer a broad range of insurance and investment products in more
than 70 countries. In many of these locations, AlG companies are among the best-known insurers and have been serving local

markets for more than 50 years.

2003

(in millions) 2004 Restated
Premiums, deposits and

other considerations® $39,866 $26,111

GAAP premiums 21,917 17,873

(a) Represents aggregate business activity during the respective
periods presented on a non-GAARP basis.

AlG’s Life companies are top-ranked leaders in the markets they
serve, particularly in Asia, where they have provided insurance
to generations of customers. Consumers throughout the world
feel secure with the financial strength of the AIG companies.
AlG's worldwide Life businesses have the most extensive and
professional core agency networks of any life insurer. This broad
agency distribution is supplemented by other channels, includ-
ing direct marketing and bancassurance.

American International Assurance Company, Ltd. (AlA) is
Southeast Asia’s premier life insurance company. In 2004, AlA
was named the top insurance brand by an independent survey of
customers in eight Asian markets, published in Media magazine.

In Hong Kong, where AlA is the largest life insurer, the
company led the market in new business annualized premiums
and was also named “Best Performer” in the pension fund market
for two separate portfolios. In China, where AlA is a top-ranked
foreign life insurer, it had 36.6 percent growth in first-year life insur-
ance premiums. AlA expanded its market share in the eight major
cities it serves and had a 57 percent market share of the total 2004
insurance premiums written by all foreign life insurers in China.

AlA is the largest life insurer in Singapore. In Indonesia, PT
AlG Life is the second largest life insurer and was named Best
Life Insurance Company by InfoBank, a leading business
monthly. AIA Thailand ranked number one in first-year premium
market share, where more than 1,000 agents obtained the pres-
tigious “Thailand National Quality Award.” AIA Thailand is the
largest life insurer in the country. In Malaysia, AlA is one of the
leading life insurers and received a gold award in the Reader's
Digest "Asia’s SuperBrands Survey 2004.” Tata AlG Life Insurance
Company Limited is one of the top private insurers serving
India’s rapidly growing market. The Tata AIG Life franchise
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grew considerably during 2004, and at year end, its distribution
network was made up of 29 sales offices in 16 cities, with more
than 25,000 agents. AlG Life Korea had good results in first-year
premiums written, and it was the market leader in banc-
assurance. AlA Vietnam continued on its strong growth path. In
its first five years of operations, AlA has established 20 offices in
18 cities and provinces throughout the country, positioning it to
serve customers in major markets as well as remote areas. AlA
Vietnam has nearly 18,000 agents and about six percent of the
overall life market.

American Life insurance Company (ALICQO) is among the
largest international life insurance companies, and it serves mar-
kets in more than 50 countries around the world.

ALICO Japan's 2004 results reaffirmed its position as the
largest foreign life insurance company serving the Japanese
market, based on total premium income. It was the leading for-
eign life insurer in individual new business for combined life and
annuity policies, ranking first in individual annuity new business
and second in individual life new business. It was also, once
again, the leading underwriter of annuities sold through banks in
Japan. In the United Kingdom, ALICO had good results with
strong gains in credit, group and variable life insurance lines. In
Greece, ALICO AIG Life is the most profitable foreign life insurer.
In Poland, Romania, the Slovak Republic and the Ukraine,
ALICO earned leading rankings based on market share. During
2004, growth at Unibanco AIG Seguros, S.A. made it Brazil's
fourth largest life and general insurance company, and results at
subsidiary Unibanco AIG Vida e Previdencia S.A. ranked it as a
market leader in corporate pension sales. Outstanding products,
practices and procedures helped AIG Colombia Seguros de
Vida S.A. earn ISO 9001-2000 certification for quality. ALICO’s
performance throughout the Middle East ranked it as the
region’s largest life insurance company, a distinction it has held
for decades.

In Japan, AIG Star Life Insurance Co., Ltd. grew its new
business by introducing new products and enhancing its agency
force, and AlIG Edison Life Insurance Company, which AlG
acquired in 2003, was successfully integrated into operations




and benefited from back office consolidation, These two com-
panies, combined with ALICO Japan, which was the first foreign
life insurance company established in Japan, comprise the
largest foreign-owned life insurance organization in Japan and
the fifth largest overall. AIG's Japanese life business is growing
at double-digit rates, significantly faster than focal companies.

Nan Shan Life Insurance Company, Ltd. (Nan Shan) is the
second largest life insurer in Taiwan. Based on the results of a
nationwide survey, Risk Management, Insurance & Finance
magazine in Taiwan presented Nan Shan with the "Triple
Crown Award,” ranking it first among 28 competitors in all three
categories — Most Recommended Life Insurance Company,
Insurance Company with the Best Claim Service and Insurance
Company with the Best Agents.

The Philippine American Life and General Insurance
Company (Philamlife) is the largest and most diversified insur-
ance organization in the Philippines and the undisputed market
leader for more than 50 years. Philamlife consistently has the
industry’s number one rankings in premiums, assets and net
income. In 2004, Philamlife became the first and only Philippine
life insurer named a Platinum SuperBrand according to Reader’s
Digest "Asia's SuperBrands Survey 2004." The customer survey

DOMESTIC LIFE INSURANCE &

RETIREMENT SERVICES—
6.16
5,62 5.61
| "Years prior to 2004
have been reclassified
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was based on five criteria including quality, value, trustworthiness,
strong image and understanding customer needs. Philamlife
also became the first life insurer worldwide to win the Life Office
Management Association's “Excellence in Education” award for
employee and management training for the 10th time.

In its second year of operations, AlG International
Retirement Services (A!GIRS) had good results working
with local AIG companies throughout the world to take advan-
tage of opportunities arising from the growing need for
retirement-related products. During the year, growth in the port-
folio of international retirement services products increased
substantially with individual and fixed annuity reserves surpass-
ing $35 billion. AIGIRS has been particularly successful in Japan.
Other Asian countries have been targeted for growth, as have
several European and Latin American markets, including Brazil,
Hong Kong and Poland.

The Group Management Division (GMD) focuses on pro-
viding employee benefits, foreign credit insurance and pension
products and services to its customers, including more than half
of the Fortune 100 and 85,000 foreign corporate clients. Good
results were achieved through expanding operations in Europe,
Japan, Latin America, the Middie East and Southeast Asia.

GAAP PREMIUMS*

(billions of dollars)
to conform to the
2004 presentation.

DOMESTIC LIFE INSURANCE & RETIREMENT SERVICES

AlIG’s Domestic Life Insurance & Retirement Services businesses distribute a broad range of life insurance, annuity and accident
and health products and services through independent and career agent networks and brokers, as well as alternative distribution
channels, including banks. Extensive product offerings, expanding distribution and financial strength provide key competitive

advantages in the consumer and institutional markets.

{in millions) 2004 2003
Premiums, deposits and

other considerations/® $26,971 $26,996
GAAP premiums 6,165 5,620

(a) Represents aggregate business activity during the respective
periods presented on a non-GAAP basis.

An industry-leading product line-up. Wide-ranging distribution
channels. A focus on product innovation, pricing and underwrit-
ing discipline, and strong customer support. These are some of
the core strengths that propel AIG American General’'s market
leadership and success. In 2004, AIG American General had
record sales in universal and term life insurance and structured
settlement products, and it broadened its life product line to
include new accident and health coverages. AIG American
General also increased business in 2004 by cross-selling retire-
ment services products through its many distribution channels.
Strong cross sales were reported in both fixed and variable annu-
ities. AIG American General's distribution network includes
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54,000 independent producers and more than 4,500 career
agents, as well as independent broker-dealers, employers,
banks, financial planners, CPAs, trust and estate attorneys, and
a variety of worksite and direct marketing relationships. The
home services business lagged set objectives and, as a conse-
guence, an operational redesign was under way by year-end to
diversify product offerings, enhance sales force preductivity and
capability, and broaden markets traditionally served by this busi-
ness. The domestic group benefits and financial institutions
area, which had weak performance in 2004, is restructuring,
with efforts focused on new product introductions, cross-selling
and other growth strategies.

AlG Annuity Insurance Company grew its business sub-
stantially in 2004 and set a record in operating income. Once
again, AIG Annuity commanded the top spot as the leading pro-
vider of fixed annuities in the United States and the leading
provider of fixed annuities sold through financial institutions, a
number one position it has held for the past eight years. A model
of efficiency, AIG Annuity maintains the lowest operating
expenses in the indusiry. This helped improve results in an envi-
ronment characterized by rising short-term interast rates and
aggressive competitor pricing.
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AIG VALIC had excellent results in 2004, growing total
assets under management and reporting sclid increases in
asset-based fee income. AlG VALIC is a leader in the U.S. group
retirement business — number one in the primary and second-
ary education market, number two among healthcare groups
and third largest in higher education. AlIG VALIC set a record for
the year as it passed the $1 billion mark in operating income for
the first time. AIG VALIC also had strong growth in its guided
portfolio services, through which it provides independent invest-
ment advice to individual participants in employer-sponsored,
defined-contribution retirement plans. Launched in 2003,
guided portfolio services has more than $1 billion in assets
under management. AIG VALIC also implemented on a naticnal
scale an Internet-based service platform designed to assist
client groups to simplify retirement plan administration.

AlIG SunAmerica Retirement Markets, Inc. (AIG
SunAmerica) reported a significant increase in operating
income, record variable annuity sales and substantial increases
in net annuity flows, fee income and assets under management.
AIG SunAmerica’s solid performance reflects a number of strate-
gic initiatives including the expansion of its sales organization,
the broadening of its distribution partnerships and the introduc-
tion of new product features such as guaranteed withdrawal
benefits and enhanced principal protection.




FINANCIAL SERVICES

AIG’S FINANCIAL SERVICES BUSINESSES SPECIALIZE IN AIRCRAFT
LEASING, CAPITAL MARKETS, CONSUMER FINANCE AND INSURANCE
PREMIUM FINANCE. THESE BUSINESSES COMPLEMENT AIG’S CORE
INSURANCE OPERATIONS AND ACHIEVE A COMPETITIVE ADVANTAGE
BY CAPITALIZING ON OPPORTUNITIES THROUGHOUT AIG’S

GLOBAL NETWORK.

{in millions)

Revenues®
Operating ineome®@

(a) Includes FAS 133 adjustments.

AMERICAN INTERNATIONAL GROUP, INC. 2004 ANNUAL REPORT : 29




With the highest fleet value of any aircraft lessor, ILFC’s
diverse customer base includes 140 airlines in more than
60 countries worldwide.
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e INANCIAL SERVICES

HIGHEST FLEET VALUE OF ANY AIRCRAFT LESSOR
PND LARGEST CONS
LARGES | ULS. INSUBANCE PREMIUM FINANGE PROVIDER®
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AlG Bank Polska S.A. was named Poland’s best financial
institution by a major business newspaper.

Wroclaw, Poland is the headquarters for AlG Credit, a leading
provider of consumer loans.
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FINANCIAL SERVICES REVENUES*
(billions of dollars)

7.98
7.22
628 080 34
“Includes interest, lease
and finance charges. 2004
has been adjusted, and years
priar to 2004 have been
restated. The application of
00 01 02 03 04

FAS 133 has resulted in period
to period volatility.

ILFC 2004 REVENUES BY REGION

M Europe 48.5%
B Asia-Pacific 23.7%
O United States

and Canada 12.8%
Latin America 6.9%
[0 Africa/Middle East 8.1%

FINANCIAL SERVICES

The Financial Services Group is global in scope, with diverse businesses that emphasize the efficient use of capital and regularly
generate above average returns in the markets they serve. The group achieves significant competitive advantage through strate-
gies focused on AIG companies’ risk management acumen and international client relationships.

Innovative aircraft leasing. Global capital market positions.
Growing consumer finance. A leader in insurance premium
finance. AlG's Financial Services businesses serve a diverse
customer range, and they are recognized leaders in their
key markets.

ILFC had operating income of $712.2 million in 2004, a de-
crease of 8.3 percent over the prior year. However, the
commercial aviation market, after years in a weakened environ-
ment, has begun to show renewed momentuim.

ILFC has one of the industry’s youngest and most modern jet
fleets, made up of 676 advanced technology aircraft, with an
average age of less than six years. The fleet includes 867 aircraft
under operating lease, and nine under finance lease. ILFC also
maintains 101 aircraft under management for third parties.
ILFC places nearly 83 percent of its fleet with airlines outside the
United States. The customer base is well diversified with 140 air-
lines in more than 60 countries.

ILFC is widely recognized as the most innovative aircraft les-
sor in the business. ILFC is the originator of the commercial
airline operating lease concept — a concept that most of the
global aircraft leasing industry is built upon today. Throughout its
31-year history, ILFC has led the industry in many other ways in
which competitors would follow. ILFC was the first leasing
company to make a large-scale purchase of jet aircraft, at a time
when only airlines and government agencies did so. ILFC is the

first and only leasing company to date to order the new super
jumbo Airbus 380-800. A leader in new markets, ILFC, for exam-
ple, had the first lease placements of several types of aircraft in
the People's Republic of China. In 2004, ILFC was the largest les-
sor of new aircraft in the world, as well as the world's largest
lessor of widebody aircraft. At the close of the year, ILFC had the
largest number of new aircraft on order from Boeing and Airbus,
more than all of its competitors combined. This position enables
it to provide its airline customers around the world with highly
competitive lease terms. ILFC has leased all new aircraft sched-
uled for delivery in 2005.

AlG’s Capital Markets business comprises the combined
operations of AIG Financial Products Corp. and AIG Trading
Group Inc. (collectively referred to as AIGFP). AIGFP had strong
results in the commodity-linked area, particularly via the Dow
Jones-AlG Commaodity Index®, where, in a weak dollar environ-
ment, customers sought a vehicle for investing in real assets.
Based on this success, AIGFP began implementing growth
strategies to expand all of its commodity-focused areas, includ-
ing energy, precious metals and commodities-index businesses.
AIGFP also undertook several quality initiatives in 2004, incluc-
ing the formation of a Transaction Review Committee. This
committee, composed of senior management, is responsible for
carefully reviewing all complex structured transactions.
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With strong tep- and bottom-line growth, American General
Finance, Inc. and its subsidiaries (AGF) had a very good vyear,
with net finance receivables growing $4.9 billion to $20.17 bit-
lion. AGF provides residential mortgage ioans, home equity lines
of credit, retall sales financing and credit insurance to a cus-
tomer base of approximately 2 million people. A leader in the U.S.
consumer finance industry, AGF has an extensive distribution
system made up of more than 1,400 branches spanning 45
states, in-store retail relationships with approximately 20,000
merchants and a substantial e-commerce operation. AGF's
focus on credit quality continued to play an important role in
results as evidenced in its charge-off ratio, which improved
59 basis points during 2004.

AlG Consumer Finance Group, Inc. (CFG) had solid operat-
ing income growth in 2004. CFG has leadership positions
around the world in growing markets that include Southeast
Asia, Eastern Europe and Latin America. In Poland, CFG’s
expanding distribution system positioned it to capitalize on
strong consumer loan demand, which was driven in large part by
the country's growing economy. Loan receivables in Poland
grew by more than 60 percent. AlG’s Polish consumer finance
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and banking companies are widely recognized in the industry.
CFG’s Hong Kong credit card business had a good year, as
stronger economic conditions led to increased consumer
demand and lower charge-offs. At year end, there were over one
million credit cards issued in Asia and additional opportunities
for growth throughout the region. In Taiwan and Thailand, CFG
had strong auto loan growth. Argentina, where CFG is the largest
non-bank provider of personal lcans, also showed gains as a
result of the stronger economy. In the United States, AlG Federal
Savings Bank had strong loan and operating income growth.

Imperial A.l. Credit's total premium transaction volume was
a record $10.38 billion in 2004. Operating income also set a
record. Its high-net-worth individual offerings contributed to its
success, and it continued to be the only premium finance com-
pany to offer specialized programs to leading life insurers and
brokers who serve the high-net-worth market. Business
expanded in Canada, where it is the fastest growing premium
finance operation in the market.




i

ASSET MANAGEMENT

>

i o,
Revenuss
Operating Inceme

1,780 1,078

AlG Global Investment Group (AIGGIG) had strong growth
worldwide in retail and institutional client assets under manage-
ment during 2004. At year end, AIGGIG companies and other
investment operations of AIG had $53.43 billion of client assets
under management, an increase of 15.5 percent for the year. In
addition, AIGGIG and other AlG operations managed $501.76 bil-
lion in AIG's insurance and asset management portfolios at the
end of 2004. AIGGIG's “investor to investor” approach, where
AlG companies’ assets are invested alongside those of clients,
engenders trust and confidence.

AIGGIG had growth in all of its key areas including fixed
income, equities, private equity, hedge funds of funds and real
estate. Its strong results were achieved through a network of
38 asset management offices in cities ranging from the largest
international financial centers such as Hong Kong, London,
New York, Tokyo and Zurich, to regional ones such as Moscow,
Mumbai, Santiago and Singapore. In 2004, AIGGIG funds gar-
nered several accolades and top rankings. Small capitalization
stock funds won awards for Europe and Japan, and a strategic
bond fund won highest marks for outstanding performance in
the United States. Significant new institutional business was a
growth driver during 2004 in Europe, Japan and North America.
Many large pension funds, insurance companies and govern-
ment agencies joined the AIGGIG client roster. In November,
AlG-Huatai Fund Management Company Limited, in China, a
joint venture with Huatai Securities and other partners, received
permission from the China Securities Regulatory Commission to
commence operation.

AIG SunAmerica Asset Management Corp. (AIG SAAMCo)
reported improved results in 2004, including a substantial
increase in asset management fees and operating income, and
positive net mutual fund sales for the year. AIG SAAMCo, an
industry innovator, had good growth through new product intro-
ductions. At year end, AIG SAAMCo was managing, advising or
administering nearly $43 billion of assets including over $10 bil-
lion in mutual funds.

The AIG Advisor Group, with nearly 7,000 independent
financial professionals, is the largest independent broker-dealer
network in the United States. Assets under management, com-
missions on investment product sales, as well as fees for
advisory services, increased during the year and contributed to
the group’s results.

Based in Zurich, AIG Private Bank Ltd. has expanded its
asset management operations through a network that encom-
passes select markets in Europe, Latin America and Asia. In
Hong Kong, it established a broker-dealer company and aug-
mented its staff 1o take advantage of sales opportunities across
all product lines in markets throughout Asia.

Additionally, guaranteed investment contracts (GICs) con-
tributed $1.01 billion to operating income in 2004, compared to
$657.4 million in 2003. GICs, which are sold domestically
and abroad to institutions and individuais, are written on an
opportunistic basis when market conditions are favorable.
AIG expects 1o launch a matched investment program utilizing
issuances of AlG debt securities, which will become AlG's princi-
pal spread-based investment activity.

ASSET MANAGEMENT REVENUES*
(billions of dollars)

469
356 34 364
kRH | I I
00 01 02 03 04
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AlIA Regional Equity Fund is one of the highest performing
“Asia ex-Japan”equity funds. Its investments inciude

Astra International, a leading automotive manufacturer and
distributor in Indonesia.

36: REVIEW OF OPERATIONS : ASSET MANAGEMENT




ASSET MANAGEMENT

ONE OF THE TOP FIVE LAREGEST INSTITUTIONAL ASSET MANAGEMENT
OREGANZATIONS IV THE WORLD ®

LARGEST DIVESTOR [N CORPORATE BONDS [N THE UNITED STATES @

THE LARGEST INDEPENDENT BROKER-DEALER CREGANZATION
1N THE UNITED STATES @

TOP SELLER OF MUTUAL FUNDS 1N THE PRILIPPINES @

#{ PERFORMING MUTUAL FUND [N TATWAN BASED 0N 3-, 8- AND
10-YEAR RETURNS ®

FONG KONE'S BEST PERFORMING GROWTH AND STABLE EROWTH
PENSION FUNDS @
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INVESTMENTS

AlG's consolidated invested assets totaled $648.40 billion at year-
end 2004, compared to $528.14 billion at year-end 2003, an
increase of 22.8 percent. Of this total, 12.7 percent was derived
from General Insurance operations, 53.1 percent from Life
Insurance & Retirement Services operations, 22.5 percent from
Financial Services operations, 11.5 percent from Asset
Management operations and less than one percent from other
sources. General Insurance net investment income grew 25.3 per-
cent in 2004 to $3.17 billion. Life Insurance & Retirement Services
net investment income increased 18.0 percent to $15.27 billion.

Total General Insurance invested assets amounted to
$82.54 billion at year end. Life Insurance & Retirement Services
invested assets were $344.35 billion at year end, an increase of
21.7 percent over year-end 2003.

Asset Management invested assets amounted to $74.87 bil-
lion at year end. The majority of these assets relate to SunAmerica
and ALICO guaranteed investment contracts.

Investment strategies are tailored to the specific business
needs of each operating unit based on considerations that include
the realities of the local market, liability duration and cash flow
characteristics, rating agency and regulatory capital considera-
tions, legal investment limitations, tax optimization, diversification
and other risk control considerations. Overall, these strategies are
intended to produce a reasonably stable and predictable return
throughout the economic cycle, without undue risk or volatility.

Domestic General Insurance portfolios consist principally
of highly rated tax-exempt municipal bonds, together with a
modest — about 15 percent — allocation to public and private
equity and other partnership investments. Non-U.S. General
Insurance assets are normally invested in a mix of high quality
taxable dollar bonds and equities.

For Domestic Life & Retirement Services and Asset
Management companies, we build portfolios consisting princi-
pally of investment grade corporate debt securities, with a
modest — generally in the range of 20 percent — allocation to
highly rated mortgage-backed and asset-backed securities. In
addition, a small allocation — normally 10 percent or less — is
made to other, more volatile but potentially higher yielding
investments, including high yield, distressed and emerging mar-
ket bonds; public and private equity securities; hedge funds; real
estate and other investments having equity-like risks and
expected returns.
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COMPOSITION OF CONSOLIDATED INVESTED ASSETS
AT DECEMBER 31, 2004

B Taxable

fixed maturities 50.0%
M Tax-exempt

fixed maturities 6.4%
[ Equity securities 2.8%

\ B Flight equipment 5.0%

U] Other financial

services assets 16.9%
O Mortgage loans, policy

and collateral loans,

and real estate 4.1%
O Cash and other short-

term investments 14.8%

Non-U.S. Life Insurance & Retirement Services portfolios,
other than those that are dollar-denominated, are generally con-
centrated in local scvereign and sovereign-related bonds
matched as nearly as possible to the liability characteristics of
the business. Exposure to corporate credit is limited outside of
Western Europe, due to the generally fewer number of corporate
issuers in many of the markets in which we operate, or, in the
case of Japan, due to the absence of a significant spread differ-
ential between sovereign and high gquality non-sovereign debt.
In jurisdictions with limited long-dated bond markets, equities
are used to extend the effective duration of investment portfo-
lics. In addition, foreign exchange positions are employed to
diversify risk and enhance vield.

Assets supporting guaranteed investment contracts are
invested similarly to other Domestic Life tnsurance & Retirement
Services and Asset Management portfolios, with particular atten-
tion given to aligning the maturity profile of assets and liabilities. As
the overall maturity profile is somewhat shorter than that of tradi-
tional life products, heavier use is made of asset-backed securities.

For both Life Insurance & Retirement Services and General
Insurance companies, the allocation to equities is intended
to provide an econemic hedge against the potential risks asso-
ciated with inflation and changing interest rates, as well as the
potential for superior long-term returns and to better match
very long-term liabilities for which there are no, or very limited,
fixed-income alternatives.

Financial Services invested assets amounted to $145.86 bil-
lion at year end, of which $86.54 billion, or 59.3 percent, related
to Capital Markets operations. The majority of Capital Markets
assets represent the investment of proceeds from the issuance
of guaranteed investment agreements, notes and other bonds in
short- and medium-term securities of high credit quality. Air-
craft owned by ILFC for lease to commercial airlines around the
world are the other principal component of Financial Services
invested assets. At year end, the net book value of the fleet
totaled $32.71 billion.

Within our fixed-income credit portfolios, we conduct
rigorous and thorough independent credit analyses, and foliow
policies of extensive diversification and active management.
Portfolios of mortgage-backed securities and related asset
classes are actively managed to mitigate prepayment risk.




In most global equity and credit markets, 2004 saw a continu-
ation of the recovery that began in late 2002. Credit spreads in the
US. market, after peaking in the fall of 2002, tightened almost
continually during 20038 and 2004, ending the year near historic
narrow levels in most markets. At the same time, equity markets
in Asia, Europe, Japan, Latin America and the United States
turned in generally positive returns, with particular strength in
most Asian markets. Long-term global interest rates, while dis-
playing a fair degree of intra-year volatility, ended 2004 nearly
where they began, as subdued global inflation and central bank
policy in most of the developed world markets dampened pres-
sure on interest rates. In the U.S. market, the interest rate curve
flattened substantially as increases in short-term rates were not
echoed in the longer maturity part of the curve.

INSURANCE AND ASSET MANAGEMENT INVESTED ASSETS

(in millions)

DOMESTIC GENERAL, LIFE INSURANCE & RETIREMENT SERVICES
AND ASSET MANAGEMENT BOND PORTFOLIO RATINGS

H AAA 32%
B AA 15%
Oa 23%
® sBB 24%
[ Lower 5%
[ Non-rated 1%

Overseas, the general picture was much the same, as
demand, liquidity, economic growth and low inflation all served
to underpin both stock and bond valuations.

From a macro viewpoint, 2004, like 2003, was a year that
rewarded risk. While there were exceptions, returns were very
well correlated with risks, as lower rated bonds outperformed
higher quality securities. While U.S. public equity performance
for the year was modestly positive, private equity returns
improved over levels experienced in the past several years as
the strength of the high yield bond market, a renewal of interest
in 1POs, and an uptick in mergers and acquisitions activity all
served to enhance private market valuations.

Life Insurance Percent

General & Retirement Asset of
December 31, 2004 Insurance Services Management Total Total
Fixed maturities $62,670 $260,202 $41,461 $364,333 72.6%
Equity securities 5,631 11,845 177 17,653 3.5
Mortgage loans on real estate 15 8,520 4,558 13,093 2.6
Policy lcans 3 6,980 50 7,033 1.4
Collateral and guaranteed loans 4 1,358 485 1,847 0.4
Short-term investments and cash 2,113 5,515 9,679 17,307 3.4
Securities lending collateral 4,889 35,726 9,357 49,972 10.0
Other invested assets . 5,604 7,154 8,316 21,074 4.2
Investment income due and accrued 1,023 4,041 461 5,525 1.1
Real estate 592 3,007 326 3,925 0.8
Total $82,544 $344,348 $74,870 $501,762 100.0%
December 31, 2003
Restated
Fixed maturities $498,647 $225,686 $32,453 $307,786 76.5%
Equity securities 5,130 4174 60 9,364 2.3
Mortgage loans on real estate 17 7,524 4,730 12,271 3.1
Policy loans 3 6,600 53 6,656 1.7
Collateral and guaranteed lcans 5 1,422 445 1,872 05
Short-term investments and cash 1,812 4,662 2,343 8,817 2.2
Securities lending collateral 5,225 20,537 4,433 30,195 7.5
Other invested assets 4,898 6,056 5,965 16,819 4.2
Investment income due and accrued 797 3,343 410 4,550 1.1
Real estate 569 2,903 285 3,757 0.9
Total $68,203 $282,907 $61,177 $402,287 100.0%
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RECONCILIATION IN ACCORDANCE WITH REGULATION G

Regulation G, promulgated by the Securities and Exchange Commission, requires a reconciliation of each nen-GAAP financial measure
used in this Annual Report to the comparable GAAP figure. Such reconciliations are set forth below and on the Five Year Summary of
Consolidated Operations on page 41. AlG presents its operations in the way it believes will be most meaningful and useful, as well as
most transparent, to the investing public and others who use AlG’s financial information in evaluating the performance of AlG.

(in millions, except ratios) 2003 2002
Years Ended December 31, 2004 Restated Restated
General Insurance revenues:

Net premiums earned $38,511 $31,387 $23,572

Net investment income 3,166 2,627 2,423

Realized capital gains (losses) 220 (62) (368)
Total $41,897 $33,852 $25,627
General Insurance operating income $ 3,237 $ 4,539 $ 1,038

Realized capital gains (losses) 220 62) (368)
General Insurance operating income excluding realized capital gains (losses) 3,017 4,601 1,406

Catastrophe losses (1,054) (83) (61)
General Insurance operating income before realized capital gains (losses)

excluding catastrophe losses $ 4,071 $ 4,684 $ 1,467
General Insurance combined ratio 100.05 92.47 104.68

Catastrophe losses 2.74 0.26 0.26
General Insurance combined ratio, excluding catastrophe losses 97.31 82.21 104.42

Change in estimate for asbestos and environmental reserves 2.20 — —

Loss reserve charge — — 8.91
General Insurance combined ratio, excluding catastrophe losses, change

in estimate for asbestos and environmental reserves and loss reserve charge 95.11 82.21 95.51
Life Insurance & Retirement Services revenues:

GAAP premiums $28,082 $23,493 $20,687

Net investment income 15,268 12,941 11,298

Realized capital gains (losses) 36 (181) (421)
Total $43,386 $36,253 $31,564
Life Insurance & Retirement Services premiums:

GAAP premiums $28,082 $23,493 $20,687

Deposits and other considerations not included in revenues under GAAP 38,755 29,614 22,257
Premiums, deposits and other considerations $66,837 $53,107 $42,944
Life Insurance & Retirement Services operating income $ 7,924 $ 6,353 $ 5,183

Realized capital gains (losses) 36 (181) (421)
Life Insurance & Retirement Services operating income

excluding realized capital gains (losses) $ 7,888 $ 6,534 $ 5,604
Net income $ 9,731 $ 8,009 $ 5,866

Realized capital losses, net of tax 26 446 782

Cumulative effect of accounting changes, net of tax 144 (9) —

Adjustments relating to FAS 133, net of tax (323) 851 314
Net income, excluding realized capital losses, cumulative

effect of accounting changes, and FAS 133 adjustments, net of tax $ 9,578 $ 9,297 $ 6,962
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FIVE YEAR SUMMARY OF CONSOLIDATED OPERATIONS* AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

Compound

. Annual
(in millions) 2003 2002 2001 2000@  Growth Rate
Years Ended December 31, 2004 Restated Restated Restated Restated 2000-2004
General Insurance operations:
Gross premiums written $52,030 $46,929 $36,670  $28,334  $24,403 20.8%
Net premiums written 40,607 35,022 26,710 19,786 17,581 23.3
Net premiums earned 38,511 31,387 23,572 18,932 16,338 23.9
Underwriting profit (loss)®/ (149) 2,074 {1,017) (660) (454) —
Net investment income 3,166 2,527 2,423 2,652 2,696 4.1
Operating income before realized capital gains (losses) 3,017 4,601 1,406 1,892 2,242 7.7
Realized capital gains (losses) 220 62) (368) (194) ) —
General Insurance operating income 3,237 4,539 1,038 1,698 2,237 9.7
Life Insurance & Retirement Services operations:
GAAP premiums 28,082 23,493 20,687 19,600 17,689 12.2
Net investment income 15,268 12,941 11,298 10,463 10,027 11.1
Operating income before realized capital gains {losses) 7,888 6,534 5,604 5,032 4,616 14.3
Realized capital gains (losses) 36 (181) (421) (221) (118) —
Life Insurance & Retirement Services operating income 7,924 6,353 5,183 4811 4,498 15.2
Financial Services operating income 2,613 1,234 1,870 1,696 2,922 (2.8)
Asset Management operating income 1,790 1,078 1,006 990 923 18.0
Other realized capital gains (losses) (280) (377) (509) (504) (116) —
Other income (deductions) — net (334) (1,172) (606) (760) (974) —
Acquisition, restructuring and related charges —_ — — (2,017) (315) —
Income before income taxes, minority interest

and cumulative effect of accounting changes 14,950 11,655 7,982 5,914 9,175 13.0
Income taxes 4,620 3,403 1,856 1,505 2,839 —
Income before minority interest and cumulative

effect of accounting changes 10,330 8,252 6,026 4,409 6,336 13.0
Minority interest (455) (252) (160) (101) (195) —
Cumulative effect of accounting changes(® (144) 9 — (138) — —
Net income(@ $9731 $8009 $5886 $4172 § 6141 12.2%

* Includes reconciliation of certain non-GAARP financial measures in accordance with SEC Regulation G.

(a) Data for 2004 has been adjusted from results announced in AIG’s earnings release on February 9, 2005, and the data presented for all years
prior to 2004 has been restated. The data presented for 2000 has been restated to include the operations of American General Corporation,
which was acquired on August 29, 2007.

(b) Underwriting profit {loss), a GAAP measure, is statutory underwriting profit (loss) adjusted primarily for changes in the deferral of policy
acquisition costs. This adjustment is necessary to present the financial statements in accordance with GAAP,

(c) Represents a net benefit (expense) for the cumulative effect of adoption of accounting pronouncements related to the adoption of the
American Institute of Certified Public Accountants Statement of Position 031, “Accounting and Reporting by Insurance Enterprises for Certain
Nontraditional Long-Duration Contracts and for Separate Accounts” (SOP 03-1) in 2004; FIN 461, “Consolidation of Variable Interest Entities,”
in 2003; FAS 133, “Accounting for Derivative Instruments and Hedging Activities,” and EITF 99-20, "Recognition of Interest Income and
Impairment on Purchased and Retained Beneficial Interests in Securitized Financial Assets” in 2001.

(d) 2004 net income includes catastrophe losses of $729 million and $553 million for the change in estimate for asbestos and environmental
reserves, net of taxes. 2002 net income includes the General Insurance loss reserve charge of $1.4 bilion, net of taxes. 2007 net income
includes World Trade Center losses of $533 million and restructuring charges of $1.38 billion, net of taxes.
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FIVE YEAR SUMMARY OF SELECTED FINANCIAL INFORMATION

Compound
(in millions, except per share amounts and ratios) 2003(@ 20020 2001 2000@ Grow@”&:@
Years Ended/As of December 31, 2004 Restated Restated Restated Restated 2000-2004
Balance Sheet Data:
Total invested assets® $648,404 $528,136 $435685 $366,648 $306,184 20.6%
Total assets 798,660 674,153 561,556 492,447 423,851 17.2
Total reserves(® 153,542 130,459 102,590 91,658 78,440 18.3
Total general insurance reserves 47,747 36,738 29,768 26,437 25,860 16.6
Total liabilities 717,854 603,931 500,598 439,717 374,413 17.7
Total shareholders’ equity 80,607 70,030 58,805 50,528 46,024 15.0%
Income Statement Data:
Revenues@ $ 97,987 $ 79446 $ 66,460 $ 50,1770 $ 56,851 14.6%
Loss ratio 78.76 73.14 83.15 79.54 79.15
Expense ratio 21.29 19.33 21.53 23.77 23.30
Combined ratio® 100.05 92.47 104.68 103,31 102.45
Return on Equity {ROE):”
ROE, GAAP basis 12.97% 12.30% 10.73% 8.64% 14.60%
Per Common Share Data:
Net incomne@
Basic $ 373 $ 307 $ 225 $ 159 $ 236 12.1%
Diluted 3.69 3.04 2.22 1.57 2.33 12.2
Cash dividend® .28 22 18 16 A4 18.9
Book value 31.05 26.85 22.53 19.32 17.55 15.3
Market price 65.67 £6.28 57.85 79.40 98.56 9.7)
Market capitalization at December 31,0 $170,507 $172,888 $150,965 $207,665 $229,918 (7.2)%

(a) Data for 2004 has been adjusted from results announced in AIG's earnings release on February 9, 2005, and the data presented for all years
prior to 2004 has been restated. The data presented for 2000 has been restated to include the operations of American General Corporation,

which was acquired on August 29, 2001.

(b) Including flight equipment under operating leases, real estate, net of accumulated depreciation, and investment income due and accrued.
(¢) including net General Insurance reserves for losses and 10ss expenses, Life Insurance future policy benefits, and policy and contract claims.

(d) Represents the sum cf General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment
income, Financial Services interest, lease and finance charges, Asset Management advisory fees and management fees, and net
investment income with respect to guaranteed investment contracts, and realized capital gains (losses).

(e} Excluding catastrophe losses, 2004 asbestos and environmental reserve increase, 2002 reserve charge and 2001 WTC Josses, the combined
ratios were 85.11, 92.21, 95,51, 98.78 and 102.18 for 2004, 2003, 2002, 2001 and 2000, respectively.

(f) Return on equity (ROE) is net income, expressed as a percentage of average shareholders’ equity.

(g) See Note 1(y) of Notes to Financial Statements. Per share amounts for all periods presented reflect the adoption of Statement of Financial
Accounting Standards No. 128, “Earnings per Share.”

(h) Cash dividends have not been restated to reflect dividends paid by American General Corporation,
(i) Market capitalization is based on the number of AlG shares outstanding multiplied by the closing price per share at December 37 on the
New York Stock Exchange.
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'SUPPLEMENTAL FINANCIAL INFORMATION

AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES

2003
2004 Restated
o Net Percent Net Percent
(dollars in miltions) Premiums of Premiums of
Years Ended December 31, Written Total Written Total
General Insurance Net Premiums Written
Domestic Brokerage Group $22,504 55.4% $19,563 55.9%
Foreign General 9,393 23.1 7,855 22.4
Personal Lines 4,354 10.7 3,732 10.7
Transatlantic 3,749 9.3 3,341 9.5
Mortgage Guaranty (UGC) 607 1.5 531 1.5
Total $40,607 100.0% $35,022 100.0%
Premiums, Deposits and
GAAP Premiums Non-GAAP Deposits Other Considerations®
{in millions) 20030 20030 2003®
Years Ended December 31, 20040 Restated 2004} Restated 20040/ Restated
Life Insurance & Retirement Services
by Major Product
Domestic:
Life Insurance $ 1,881 $ 1,748 $ 954 $ 946 $ 2,835 $ 2,604
Home Service 812 834 153 151 965 985
Group Life/Health 1,128 1,048 (10) 14 1,118 1,080
Payout Annuities(®/ 1,484 1,272 688 479 2,172 1,751
Retirement Services
Group Retirement Products 313 250 5,242 5,110 5,555 5,360
Individual Fixed Annuities 59 53 9,888 11,331 9,947 11,384
Individual Variable Annuities 408 331 3,718 3,081 4,126 3,412
Individua! Annuities — Runoff(© 80 86 173 264 253 350
Total domestic 6,165 5,620 20,806 21,376 26,971 26,996
Foreign:
Life insurance 14,938 13,204 3,671 2,150 18,609 15,354
Personal Accident & Health 4,301 3,126 27 (12) 4,328 3,114
Group Products 2,215 1,267 1,104 780 3,319 2,047
Retirement Services
Individual Fixed Annuities 395 255 11,586 4,121 11,981 4,376
Individual Variable Annuities 68 21 1,561 1,199 1,629 1,220
Total foreign 21,917 17,873 17,949 8,238 39,866 28,111
Total $28,082 $23,493 $38,755 $29,614 $66,837 $53,107

(a) Premiums, deposits and other considerations represent aggregate business activity during the respective periods presented

on a non-GAARP basis.

(b) Data for 2004 has been adjusted from results announced in AIG’s earnings release on February 9, 2005, and 2003 has been restated.
{c) includes Structured Settlements, Single Premium Immediate Annuities and Terminal Funding Annuities.
(d) Represents runoff annuity business sold through discontinued distribution relationships.
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RANKINGS

AlG and the AlG companies consistently earn top industry
rankings. These measures of AlG’s [eadership have been cited
throughout this Annual Report. Further details and sources
are listed below.

Page 15

1 The AIG companies are the “largest U.S. underwriters of
commercial and industrial insurance” based on 2004 net
premiums written, as published in the Business Insurance
annual insurance survey,

2 The AIG companies rank as the “#1 U.S. underwriter” in all the
lines of business cited, based on 2004 gross premiums written as
provided by various sources including Tillinghast-Towers Perrin,
Surety Association of America, National Underwriter rankings, AM.
Best reports, Willis Energy Market Review and Business Insurance.

Page 17

—_

AlG has the “most extensive international property-casualty
network.” The AIG Foreign General operations conduct business in
more than 75 countries, which exceeds the geographic reach of
other competitor property-casualty organizations, as sourced from
publicly filed data.

2 AlG has “the largest foreign-owned property-casualty insurance
franchise in Japan” based on the combined property-casualty
operations of American Home Assurance Company-Japan and
AlU Insurance Company-Japan, which lead the foreign market
in terms of 2004 gross premiums written, as sourced from publicly
available industry data and financial reports.

3 Largest foreign non-life insurance provider:

s The China branches of AlU Insurance Company comprise the
largest foreign general insurance operation in mainland China
based on 2004 gross premiums written, sourced from the
China Insurance Regulatory Commission.

¢ AlU Hong Kong is the largest general insurer in Hong Kong based
on 2004 gross premiums written, sourced from the Office of the
Commissicner of Insurance.

e The AIG companies comprise the largest foreign non-life insurance
group in Japan in terms of 2004 gross premiums written, as
sourced from publicly available industry data and financial reports.

¢ American Home Assurance Company-Korea is the largest foreign
non-iife insurer in Korea based on fiscal year May 2004 gross
premiums written, as provided by the Korea insurance
Development Institute.

* AlUis the largest foreign general insurer in Thailand based on
2004 gross premiums written, scurced from the Department of
Insurance Thailand.

4 AIG Europe, S.A. and its branches comprise the “largest U.S.-
based general insurer in Europe” based on 2004 gross premiums
written, as sourced from publicly available industry data and
financial reports.
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5 “The AlG companies comprise the largest and most profitable
general insurance organization in Southeast Asia” based on a
comparison of year-end 2003 gross premiums and profits for major
insurers. At press time, this was the most current information avall-
able from the local insurance authority in each country.

6 Unibanco AIG Seguros S.A. was the “#1 insurer of corporate busi-
ness in Brazil” based on 2004 gross premiums written, according
to data sourced from the Superintendencia de Seguros Privados,
the insurance regulatory body in Brazii.

Page 23

1 The AIG companies comprise the “world’s most geographically
diversified life insurance organization.” The AlG Life companies
conduct business in more than 70 countries, which exceeds the
geographic reach of competitor life companies, as sourced from
publicly available information.

2 AlAis the “largest life insurer in Southeast Asia” based on an
analysis of leadership positions as compared to competitors in
major insurance markets throughout Southeast Asia, including
Hong Kong, Thailand, Singapore, Indonesia and Malaysia.

3 Largest life insurer:

e AlA s the largest life insurer in Hong Kong based on September
2004 in-force premiums and new business annualized premiums,
as provided by the Office of the Commissioner of Insurance.

ALICO is the largest life insurer in the Middle East based on 2004
premium income in the larger insurance markets, including the
Gulf States, Lebanon and Jerdan, as provided by various insurance
regulatory authorities and Sigma Insurance Research reports.

The Philippine American Life & General Insurance Company is the
largest life insurer in the Philippines based on 2003 premiums and
assets, which at press time was the most current information avail-
able from the Insurance Institute for Asia and the Pacific.

AlAis the largest life insurer in Singapore based on 2004 in-force
annualized premiums, according to data sourced from the Life
Insurance Association of Singapore.

AlAis the largest life insurer in Thailand based on 2004 total premi-

ums, according to the Thai Life Assurance Association.

4 Nan Shanis the “second largest life insurer in Taiwan” based
on 2004 total premiums, according to Taiwan’s Life [nsurance
Association.

5 AlG's combined Life operations rank as “the #1 foreign-owned life
insurance operation in Japan” based on total premiums (as scurced
from the Life Insurance Association of Japan, December 2004)
and are the “top provider of annuities through banks,” based on
premiums as sourced from Fuji Sankei Business Eye, June 2005.

6 AlG's combined Life operations rank “#2 in individual insurance

premium in Japan,” as published in the Nihon Keizai Shimbun,

May 20085.

e

e
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1 AlG's Domestic Life operations have the highest after-tax net
operating income as reported in the A.M. Best 2004
Statistical Study of U.S, Life Insurers.

2 AIG Annuity Insurance Company is the “largest issuer of fixed
annuities” and “top provider of annuities sold through financial
institutions” based on 2004 Life Insurance Marketing and
Research Association (LIMRA) rankings and the first quarter
2005 Kehrer Report.

3 The Variable Annuity Life Insurance Company is the
“#1 retirement services provider to primary and secondary
education,” as well as the “2nd largest retirement services
provider to healthcare groups” and the “3rd largest retirement
services provider to higher education groups.” Rankings
are based on 2004 assets under management, as sourced
from LIMRA and other publicly available industry data and
financial reports.

4 AlG’s Domestic Life operations have the “highest growth rate
among the top 10 U.S. life insurers” based on 2004 insurance
issued, as reported by LIMRA.

5 AIG’s Domestic Life operations are “#1 in term life sales” based
on 2004 term life insurance sales, as reported by LIMRA.

6 AIG's Domestic Life operations are “#1 in periodic life sales”
based on 2004 sales data, as reported by LIMRA.

7 AlG's Domestic Life operations are ranked “#1 in structured
settlements” based on 2004 data, as reported by LIMRA.

Page 31

1 ILFC has “the highest fleet value of any aircraft lessor” based
on the most current available public financial information.

2 American General Finance, Inc. has “the second largest consumer
finance branch network in the United States,” according to the
most current available public information.

3 Imperial A.l. Credit is the “largest U.S. insurance premium
finance provider” based on 2004 volume of commercial and fife
insurance premiums financed, as sourced from publicly available
industry data.

4 AlIG Consumer Finance Group, Inc. subsidiary Compania
Financiera Argentina, S. A. ranked as “#1 non-bank issuer of
personal loans in Argentina” based on 2004 volume of personall
loans, as sourced from the Central Bank of Argentina.

Page 37

1 AIG Global Investment Group operations rank as “one of the top
five largest institutional asset management organizations in the
world,” according to Pensions & Investments, May 2005.

2 The AIG companies are the “largest investor in corporate bonds
in the United States,” as sourced from Thomson Financial Bond
Watch, March 2005.

3 The AIG Advisor Group is the “largest U.S. independent broker-
dealer network in the United States,” according to Financial
Planning, June 2005.

4 Philam Asset Management, Inc. Is “the top seller of mutual funds
in the Philippines” based on 2004 net sales data, as sourced from
a mutual funds statistical report issued in February 2005 by the
Investment Company Association of the Philippines, Inc.

5 AIG Japan Small Companies Fund plc, “the #1 performing mutual
fund in Taiwan,” received the 3-, 5- and 10-year awards at the
Standard & Poor's Investment Fund Awards, Taiwan 2004.

6 Two of the 11 AIA-JF Premium MPF Funds were recognized as
“Best Performer” in the pension fund categories of growth and
stable growth for 49 months since inception, as sourced from
Mercer Investment Consulting, November 2004.
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CORPORATE DIRECTORY
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Vice Chairman
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SHAREHOLDER INFORMATION

Corporate Headquarters Shareholder Assistance
AMERICAN INTERNATIONAL GROUP, INC. Visit the AIG corporate Web site at www.aigcorporate.com.
70 Pine Street

Requests for copies of the Annual Report to Shareholders and Annual Report

New York, New York 10270 on Form 10-K for the year ended December 31, 2004 should be directed to:

(212) 770-7000

STOCK MARKET LISTINGS ‘ INVESTOR RELATIONS
New York, ArcaEx, London, Paris, Swiss and Tokyo Stock Exchanges

. American International Group, Inc.
NYSE trading symbol: AIG

70 Pine Strest
New York, New York 10270

(212) 770-6293
AlG Stock Trading and Statistical Information

COMMON STOCK PRICES*/DIVIDENDS INVESTOR HELP DESK
High Low  Dividends (212 770-8580

2004
First Quarter $75.12 $66.79 $0.065 TRANSFER AGENT AND REGISTRAR
Second Quarter 76.77 69.39 0.065 EquiServe Trust Company, N.A.
Third Quarter 72.66 66.48 0.075 P.O. Box 430638
Fourth Quarter 68.72 54.70 0.075 Providence, Rhode Island 02840-3069

$0.280 (800) 446-2617
2003 Courier service address:
First Quarter $63.50 $44.47 $0.047  EquiServe Trust Company, N.A.
Second Quarter 60.20 50.60 0047 250 Royall Street
Third Quarter 64.70 55.54 0.065  Canton, Massachusets 02021
Fourth Quarter 66.28 56.59 0.068 For e-mall instructions, please go to www.equiserve.com.

$0.224
* Closing sales price per share of AIG's common stock as reported on the DUPLICATE MAILINGS/HOUSEHOLDING

NYSE composite tape. A shareholder who receives multiple copies of AIG's proxy materials

Number of shareholders of record Approximately 60,000 and annual reports may eliminate duplicate report mailings by contacting
Common shares outstanding 2.596 billion our transfer agent.
Market capitalization at 12/31/04 $170.51 billion

SEC CERTIFICATIONS

The certifications by the Chief Executive Officer and the Chief Financial Officer
of AIG, required under Section 302 of the Sarbanes-Oxley Act of 2002, were
filed as exhibits to AlG's Annual Report on Form 10-K and are included herein.

NYSE CERTIFICATION

The Chief Executive Officer of AIG made an ungualified certification to the
NYSE with respect to AlG's compliance with the NYSE Corporate Governance
Listing Standards in June 2004.
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One)

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2004

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 1-8787

American International Group, Inc.

(Exact name of registrant as specified in its charter)

Delaware 13-2592361
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
70 Pine Street, New York, New York 10270
{Address of principal executive offices) (Zip Code)

Registrant’s telephone number, including area code (212) 770-7000

Securities registered pursuant to Section 12(b) of the Act:

Name of each exchange
Title of each class on which registered

Common Stock, Par Value $2.50 Per Share New York Stock Exchange, Inc.
Securities registered pursuant to Section 12(g) of the Act:

Title of each class

None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or such shorter period that the registrant was required to file
such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes O No

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part III of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).

Yes No OO

The aggregate market value of the voting and nonvoting common equity held by nonaffiliates of the registrant computed by
reference to the price at which the common equity was last sold as of June 30, 2004 (the last business day of the registrant’s most
recently completed second fiscal quarter), was approximately $148,570,190,000.

As of March 31, 2005, there were outstanding 2,594,907,032 shares of Common Stock, $2.50 par value per share, of the
registrant.
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PART I

ITEM 1. Business

American International Group, Inc. (AIG), a Delaware corpo-
ration, is a holding company which, through its subsidiaries,
is engaged in a broad range of insurance and insurance-related
activities in the United States and abroad. AIG’s primary ac-
tivities include both General Insurance and Life Insurance &
Retirement Services operations. Other significant activities in-
clude Financial Services and Asset Management. The principal
General Insurance company subsidiaries are American Home
Assurance Company (American Home), National Union Fire
Insurance Company of Pittsburgh, Pa. {National Union), New
Hampshire Insurance Company (New Hampshire), Lexington
Insurance Company (Lexington), The Hartford Steam Boiler
Inspection and Insurance Company (HSB), Transatlantic Re-
insurance Company, American International Underwriters
Overseas, Ltd. (AIUO) and United Guaranty Residential In-
surance Company. Significant Life Insurance & Retirement
Services operations include those conducted through Ameri-
can Life Insurance Company (ALICO), American Interna-
tional Reinsurance Company, Ltd. (AIRCO), American
International Assurance Company, Limited together with
American International Assurance Company (Bermuda) Lim-
ired (AIA), Nan Shan Life Insurance Company, Ltd. (Nan
Shan), The Philippine American Life and General Insurance
Company (Philamlife), AIG Star Life Insurance Co., Ltd. (AIG
Star Life), AIG Edison Life Insurance Company (AIG Edison
Life), AIG Annuity Insurance Company (AIG Annuity), the
AIG American General Life Companies (AIG American Gen-
eral), American General Life and Accident Insurance Com-
pany (AGLA), The United States Life Insurance Company in
the City of New York (USLIFE), The Variable Annuity Life
Insurance Company (VALIC), SunAmerica Life Insurance
Company (SunAmerica Life) and AIG SunAmerica Life Assur-
ance Company. AIG’s Financial Services operations are con-
ducted primarily through International Lease Finance
Corporation (ILFC), AIG Financial Products Corp. and AIG
Trading Group Inc. (AIGTG) and their respective subsidiaries
(collectively referred to as AIGFP), and American General Fi-
nance, Inc. and its subsidiaries (AGF). AIG’s Asset Manage-
ment operations include AIG SunAmerica Asset Management
Corp. (SAAMCo) and AIG Global Asset Management Hold-
ings Corp. (formerly known as AIG Global Investment
Group, Inc.) and its subsidiaries and affiliated companies
(AIG Global Investment Group). For information on AIG’s
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business segments, see Note 3 of Notes to Financial
Statements.

All financial information herein gives effect to the restate-
ment and adjustments for changes in estimates described in
Management’s Discussion and Analysis of Financial Condi-
tion and Results of Operations. As of March 31, 2003, benefi-
cial ownership of approximately 12.0 percent, 2.0 percent and
1.8 percent of AIG common stock, was held by Starr Interna-
tional Company, Inc. (SICO), The Starr Foundation and C.V.
Starr & Co., Inc. (Starr), respectively. For a discussion of
AIG’s current relationship with Starr and SICO, see Trems 11,
12 and 13 of Part III of this Annual Report on Form 10-K and
“Certain Factors Affecting AIG’s Business — The Relation-
ships Between AIG and Starr and SICO.”

At December 31, 2004, AIG and its subsidiaries had ap-
proximately 922,000 employees,

AlG’s Internet address for its corporate website is
www.aigcorporate.com. AIG makes available free of charge,
through the Investor Information section of AIG’s corporate
website, Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q and Current Reports on Form 8-K and amend-
ments to those reports filed or furnished pursuant to Sec-
tion 13(a) or 15(d) of the Securities Exchange Act of 1934 as
soon as reasonably practicable after such materials are elec-
tronically filed with, or furnished to, the Securities and Ex-
change Commission (SEC). AIG also makes available on its
corporate website copies of its charters for its Audit, Nomi-
nating and Corporate Governance and Compensation Com-
mittees, as well as its Corporate Governance Guidelines and
Director Independence Standards.

Throughout this Annual Report on Form 10-K, AIG
presents its operations in the way it believes will be most
meaningful, as well as most transparent. Certain of the mea-
surements used by AIG management are “non-GAAP finan-
cial measures” under SEC rules and regulations. Gross
premiums written, statutory underwriting profit (loss) and
combined ratios are determined in accordance with account-
ing principles prescribed by insurance regulatory authorities.
For an explanation of why AIG management considers these
“non-GAAP measures” useful to investors, see Management’s
Discussion and Analysis of Financial Condition and Results of
Operations.
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The following table shows the general development of the business of AlG on a consolidated basis, the contributions made to AlG’s
consolidated revenues and operating income and the assets held, in the periods indicated, by its General Insurance, Life Insurance &
Retirement Services, Financial Services and Asset Management operations and other realized capital gains (losses). For additional
information, see Selected Financial Data, Management’s Discussion and Analysis of Financial Condition and Results of Operations and
Notes 1, 2 and 3 of Notes to Financial Statements. AIG has restated its financial statements for 2003, 2002, 2001 and 2000. See
Management’s Discussion and Analysis of Financial Condition and Results of Operations — "‘Restatement of Previously Issued
Financial Statements’ for a description of the adjustments included in the restatement and Selected Financial Data and Note 2 of Notes
to Financial Statements for a reconciliation of previously reported amounts to the restated amounts.

Years Ended December 31, 2004 2003 2002 2001 2000
(in millions) (Restated) {Restated) (Restated) (Restated)
General Insurance operations:
Gross premiums written $ 52,030 $ 46,929 $ 36,670 $ 28,334 $ 24,403
Net premiums written 40,607 35,022 26,710 19,786 17,581
Net premiums earned 38,511 31,387 23,572 18,932 16,338
Underwriting profit (loss)(@/ (149)(¢/ 2,074 (1,017)(d) (660)(e) (454)
Net investment income 3,166 2,627 2,423 2,552 2,696
Realized capital gains (losses) 220 (62) (368) (194) (5)
Operating income 3,237(¢/ 4,539 1,038(d) 1,698(¢/ 2,237
Identifiable assets 131,513 117,156 105,929 88,847 81,370
Loss ratio 78.8 73.2 83.2 79.5 79.2
Expense ratio 21.3 19.3 21.5 23.8 23.3
Combined ratiofb) 100.1{c) 92.5 104.7(d) 103.3(¢) 102.5
Life Insurance & Retirement Services operations:
GAAP premiums 28,082 23,493 20,687 19,600 17,689
Net investment income 15,268 12,941 11,298 10,463 10,027
Realized capital gains (losses) 36 (181) (421) (221) (118)
Operating income 7,924 6,353 5,183 4,811(0) 4,498
Identifiable assets 447,896 372,175 289,966 256,731 217,873
Insurance in-force at end of year 1,858,094 1,583,031 1,298,592 1,228,501 971,892
Financial Services operations:
Interest, lease and finance charges(s/ 7,882 6,341 6,604 6,278 7,220
Operating income(8) 2,613 1,234 1,870 1,696 2,922
Identifiable assets 163,287 140,078 127,615 108,638 93,919
Asset Management operations:
Advisory and management fees and net investment
income from GICs 4,692 3,643 3,485 3,562 3,120
Operating income 1,790 1,078 1,006 990 923
Identifiable assets 80,075 64,047 53,732 42,961 33,792
Other realized capital gains (losses) (280) (377) (509) (504) (116)
Revenues(®) 97,987 79,446 66,460 60,170 56,851
Total operating incomef(# 14,950 11,655 7,982 5,914 9,175
Total assets 798,660 674,153 561,556 492,447 423,851

{a} Underwriting profit (loss), a GAAP measure, is statutory underwriting profit (loss) adjusted primarily for changes in the deferral of policy acquisition
costs. This adjustment is necessary to present the financial statements in accordance with GAAP.

(b) Calculated on a statutory basis, includes catastrophe losses of $1.05 billion, $83 million, $61 million, $867 million and $44 million in 2004, 2003,
2002, 2001 and 2000, respectively.

(c) Includes fourth quarter 2004 increase of $850 million to net loss reserves reflecting the change in estimate for asbestos and environmental reserves.

(d) In the fourth quarter of 2002, after completion of its annual review of General Insurance loss and loss adjustment expense reserves, AIG increased its
net loss reserves relating to accident years 1997 through 2001 by $2.1 billion.

(e) Includes $769 million in World Trade Center and related losses (WTC losses).

(f) Includes $100 million in WTC losses.

(g) Includes the unrealized gain (loss) attributable to economic hedges not qualifying for hedge accounting treatment under FAS 133, including the
related foreign exchange gains and losses. For 2004, 2003, 2002, 2001 and 2000, respectively, the amounts included in interest, lease and finance
charges are §215 million, §(1.09) billion, $(192) million, 3(74) million and $1.27 billion, and the amounts included in Financial Services operating
income are $188 million, $(1.04) billion, $(172) million, $(55) million and $1.27 billion. See also Management’s Discussion and Analysis of
Financial Condition and Results of Operations — “Restatement of Previously Issued Financial Statements” — Other GAAP Corrections — Ac-
counting for Derivatives (FAS 133 Hedge Accounting).”

(b) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management advisory and management fees and net investment income with respect to
Guaranteed Investment Contracts (GICs), and realized capital gains (losses).

(i) Represents income before income taxes, minority interest and cumulative effect of accounting changes. Includes segment operating income and other
realized capital gains (losses) presented above, as well as AIG Parent and other operations of $(334) million, $(1.17) billion, $(606) million,
$(760) million and $(974) million in 2004, 2003, 2002, 2001 and 2000, respectively, and acquisition, restructuring and related charges of
$(2.02) billion in 2001 and $(315) million in 2000.

4:FORM 10-K




AIG’s General Insurance subsidiaries are multiple line compa-
nies writing substantially all lines of property and casualty
insurance. Domestic General Insurance operations are com-
prised of the Domestic Brokerage Group (DBG), which in-
cludes the operations of HSB; Transatlantic Holdings, Inc.
(Transatlantic); Personal Lines, including 21st Century Insur-
ance Group (21st Century); and United Guaranty Corpora-
tion (UGC).

AIG’s primary domestic division is DBG. DBG’s business
is derived from brokers in the United States and Canada and is
conducted through its General Insurance subsidiaries includ-
ing American Home, National Union, Lexington and certain
other General Insurance company subsidiaries of AIG.

DBG writes substantially all classes of business insurance,
accepting such business mainly from insurance brokers. This
provides DBG the opportunity to select specialized markets
and retain underwriting control. Any licensed broker is able to
submit business to DBG without the traditional agent-com-
pany contractual relationship, but such broker usually has no
authority to commit DBG to accept a risk. AIG uses managing
general agents owned by Starr to produce business in certain
lines. See Item 13. Certain Relationships and Related
Transactions.

In addition to writing substantially all classes of business
insurance, including large commercial or industrial property
insurance, excess liability, inland marine, environmental, work-
ers compensation and excess and umbrella coverages, DBG
offers many specialized forms of insurance such as aviation,
accident and health, equipment breakdown, directors and of-
ficers liability (D&O), difference-in-conditions, kidnap-ran-
som, export credit and political risk, and various types of
professional errors and omissions coverages. The AIG Risk
Management operation provides insurance and risk manage-
ment programs for large corporate customers. The AIG Risk
Finance operation is a leading provider of customized struc-
tured insurance products. Also included in DBG are the opera-
tions of AIG Environmental, which focuses specifically on
providing specialty products to clients with environmental ex-
posures. Lexington writes surplus lines, those risks for which
conventional insurance companies do not readily provide insur-
ance coverage, either because of complexity or because the
coverage does not lend itself to conventional contracts.

Certain of the products of the DBG companies include
funding components or have been structured in a manner such
that little or no insurance risk is actually transferred. Funds
received in connection with these products are recorded as
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deposits, included in other liabilities, rather than premiums
and incurred losses.

The AIG Worldsource Division introduces and coordi-
nates AIG’s products and services to U.S.-based multinational
clients and foreign corporations doing business in the U.S.
Transatlantic subsidiaries offer reinsurance capacity on both a
treaty and facultative basis both in the U.S. and abroad.
Transatlantic structures programs for a full range of property
and casualty products with an emphasis on specialty risk.

AIG’s personal lines operations engage in mass marketing
of personal lines coverages, primarily private passenger auto
and personal umbrella coverages, principally through Ameri-
can International Insurance Company and 21st Century. In
2003, AIG acquired the U.S.-based auto and home insurance
business of General Electric Company (GE).

The business of UGC and its subsidiaries is also included
in the domestic operations of AIG. The principal business of
the UGC subsidiaries is the writing of residential mortgage
loan insurance, which is guaranty insurance on conventional
first mortgage loans on single-family dwellings and condomin-
jums. This type of insurance protects lenders against loss if
borrowers default. UGC subsidiaries also write home equity
and property improvement loan insurance on loans to finance
residential property improvements, alterations and repairs
and for other purposes not necessarily related to real estate.
During 2003, UGC commenced providing guaranty insurance
to providers of student loans. UGC had approximately
$22 billion of guaranty risk in force at December 31, 2004.

AIG’s Foreign General Insurance group accepts risks pri-
marily underwritten through American International Under-
writers (AIU), a marketing unit consisting of wholly owned
agencies and insurance companies. The Foreign General In-
surance group also includes business written by AIG’s foreign-
based insurance subsidiaries. The Foreign General group uses
various marketing methods and multiple distribution channels
to write both business and personal lines insurance with cer-
tain refinements for local laws, customs and needs. AIU oper-
ates in Asia, the Pacific Rim, the United Kingdom, Europe,
Africa, the Middle East and Latin America. See also Note 3 of
Notes to Financial Statements.

During 2004, DBG and the Foreign General Insurance
group accounted for 55.4 percent and 23.1 percent, respec-
tively, of AIG’s General Insurance net premiums written.

AIG’s General Insurance company subsidiaries world-
wide operate primarily by underwriting and accepting risks
for their direct account and securing reinsurance on that por-
tion of the risk in excess of the limit which they wish to retain.
This operating policy differs from that of many insurance
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companies that will underwrite only up to their net retention
limit, thereby requiring the broker or agent to secure commit-
ments from other underwriters for the remainder of the gross
risk amount.

Certain of DBG’s commercial insurance is reinsured on a
quota share basis by AIRCO. Various AIG profit centers, in-
cluding AIU, AIG Reinsurance Advisors, Inc. and AIG Risk
Finance, use AIRCO as a reinsurer for certain of their busi-
nesses, and AIRCQ also receives premiums from offshore
fronting arrangements for clients of AIG subsidiaries. In ac-
cordance with permitted accounting practices in Bermuda,
AIRCO discounts reserves attributable to certain classes of
business assumed from other AIG subsidiaries. See Manage-
ment’s Discussion and Analysis of Financial Condition and
Results of Operations — “Operating Review — Reserve for
Losses and Loss Expenses.”

The utilization of reinsurance is closely monitored by se-
nior management and AIG’s Credit Risk Committee. AIG be-
lieves that no exposure to a single reinsurer represents an
inappropriate concentration of risk to AIG, nor is AIG’s busi-
ness substantially dependent upon any reinsurance contract.
See also Management’s Discussion and Analysis of Financial
Condition and Results of Operations and Note 5 of Notes to
Financial Statements.

AIG is diversified both in terms of classes of business and
geographic locations. In General Insurance, approximately
13 percent of net premiums written for the year ended Decem-
ber 31, 2004 represented workers compensation business.
During 2004, of the direct General Insurance premiums writ-
ten (gross premiums less return premiums and cancellations,
excluding reinsurance assumed and before deducting reinsur-
ance ceded), 12.0 percent and 6.7 percent were written in
California and New York, respectively. No other state ac-
counted for more than five percent of such premiums.

The majority of AIG’s General Insurance business is in
the casualty classes, which tend to involve longer periods of
time for the reporting and settling of claims. This may increase
the risk and uncertainty with respect to AIG’s loss reserve
development. See also the Discussion and Analysis of Consoli-
dated Net Losses and Loss Expense Reserve Development and
Management’s Discussion and Analysis of Financial Condi-
tion and Results of Operations.

Discussion and Analysis of Consolidated

Net Losses and Loss Expense Reserve
Development

The reserve for net losses and loss expenses represents the
accumulation of estimates for reported losses (“‘case basis
reserves”’) and provisions for losses incurred but not reported
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(IBNR), both reduced by applicable reinsurance recoverable
and the discount for future investment income. Losses and
loss expenses are charged to income as incurred.

Loss reserves established with respect to foreign business
are set and monitored in terms of the respective local or func-
tional currency. Therefore, no assumption is included for
changes in currency rates. See also Note 1(w) of Notes to
Financial Statements.

Management reviews the adequacy of established loss
reserves through the utilization of a number of analytical re-
serve development techniques. Through the use of these tech-
niques, management is able to monitor the adequacy of its
established reserves and determine appropriate assumptions
for inflation. Also, analysis of emerging specific development
patterns, such as case reserve redundancies or deficiencies and
IBNR emergence, allows management to determine any re-
quired adjustments. See also Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

As a result of its internal review, AIG has determined that
its carried reserves for net losses and loss expenses are re-
quired to be restated and adjusted. The tables below present
those amounts as so restated and adjusted. In addition, AIG
has increased the reserves for asbestos and environmental ex-
posures included within the reserve for net losses and loss
expenses by $850 million in the fourth quarter of 2004 to
reflect a change in estimate. See Management’s Discussion and
Analysis of Financial Condition and Results of Operations —
“Restatement of Previously Issued Financial Statements,”
“Fourth Quarter 2004 Changes in Estimates” and ‘“‘Asbestos
and Environmental Reserves.” See also Notes 1{cc) and 2 of
Notes to Financial Statements.

The “Analysis of Consolidated Net Losses and Loss Ex-
pense Reserve Development” table presents the development of
net losses and loss expense reserves for calendar years 1994
through 2004. Immediately following this table is a second
table that presents all data on a basis that excludes asbestos and
environmental net losses and loss expense reserve development.
The opening reserves held are shown at the top of the table for
each year end date. The amount of loss reserve discount in-
cluded in the opening reserve at each date is shown immediately
below the reserves held for each year. The undiscounted reserve
at each date is thus the sum of the discount and the reserve held.
The upper half of the table shows the cumulative amounts paid
during successive years related to the undiscounted opening loss
reserves. For example, in the table that excludes asbestos and
environmental losses, with respect to the net losses and loss
expense reserve of $20.87 billion as of December 31, 1997, by
the end of 2004 (seven vears later) $18.97 billion had actually
been paid in settlement of these net loss reserves. In addition, as




reflected in the lower section of the table, the original reserve of
$20.87 billion was reestimated to be $21.97 billion at Decem-
ber 31, 2004. This increase from the original estimate would
generally result from a combination of a number of factors,
including reserves being settled for larger amounts than origi-
nally estimated, The original estimates will also be increased or
decreased as more information becomes known about the indi-
vidual claims and overall claim frequency and severity patterns.
The redundancy (deficiency) depicted in the table, for any par-
ticular calendar year, shows the aggregate change in estimates
over the period of years subsequent to the calendar year re-
flected at the top of the respective column heading. For exam-
ple, the deficiency of $1.83 billion at December 31, 2004
related to December 31, 2003 net losses and loss expense
reserves of $37.58 billion represents the cumulative amount by
which reserves for 2003 and prior years have developed defi-
ciently during 2004. The deficiency that has emerged in the last
year can be attributed primarily to approximately $750 million
in development from claims for accident year 2002 and prior
for D&O, and $500 million in development from claims for
accident year 2000 and prior for excess casualty. Additionally,
the general reinsurance operations of Transatlantic accounted
for approximately $300 million of the adverse development in
the latest year. Other classes of business contributed deficien-
cies or redundancies of lesser amounts. For most other classes,
accident years 2001 and prior generally produced adverse de-
velopment in the latest year, whereas accident year 2003 gener-
ally produced favorable development. In total, the favorable
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development for accident year 2003 was approximately
$1.6 billion. The accident year emergence can be seen by com-
paring the respective development in 2004 for each column’s
loss reserve in the table that follows. Loss development patterns
utilized to test the reserves generally rely on the actual historical
loss development patterns of prior accident years for each class
of business. Additionally, as shown in the table excluding as-
bestos and environmental losses below, loss emergence from
year end 1994 and 1995 has been favorable on an inception-to-
date basis through year end 2004. Loss cost trends deteriorated
significantly in the late 1990, creating the adverse develop-
ment for years after 1996,

The bottom of each table below shows the remaining
undiscounted and discounted net loss reserve for each year,
For example, in the table that excludes asbestos and environ-
mental losses, for the 2000 year-end, the remaining undis-
counted reserves held as of December 31, 2004 are

$8.80 billion, with a corresponding discounted net reserve of
$8.21 billion.

The reserves for net losses and loss expenses with respect
to Transatlantic and 21st Century are included only in consol-
idated net losses and loss expenses commencing with the year
ended December 31, 1998. Reserve development for these
operations is included only for 1998 and subsequent periods.
Thus, the presentation for 1997 and prior year ends is not
fully comparable to that for 1998 and subsequent years in the
tables below.
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Analysis of Consohdated Losses and Loss Expense Reserve Development

The following table presents for each calendar year the losses and loss expense reserves and the development thereof mcludmg those
with respect to asbestos and environmental claims. As a result of the internal review discussed in Management’s Discussion and
Analysis of Financial Condition and Results of Operations, the amounts of carried reserves and the liabilities reestimated have been
restated or adjusted for all periods presented. See also Management’s Discussion and Analysis of Financial Condition and Results of

Operations.
(in millions) 1994 19385 1996 1997 1998 1999 2000 2001 2002 2003 2004
Reserves Held $18,888 $19,890 $20,632 $21,038 $25,559 $25,807 $25,860 $26,437 $29,768 $36,738 $47,747
Discount (in Reserves Held) 157 217 393 619 897 1,075 1,287 1,423 1,499 1,516 1,553
Reserves Held (Undiscounted) 19,045 20,107 21,025 21,657 26,456 26,882 27,147 27,860 31,267 38,254 49,300
Paid (Cumulative) as of:

One year later 4922 5416 5712 5607 7,205 8,266 , 709 11,007 10,775 12,163

Two years later 8,338 8,982 9,244 9,754 12,382 14,640 17,149 18,091 18,589

Three years later 10,702 11,363 11,943 12,939 16,599 19,901 21,930 23,881

Four years later 12,541 13,108 14,152 15,484 20,263 23,074 26,090

Five years later 13,868 14,667 16,077 17,637 22,303 25,829

Six years later 15,036 16,120 17,551 18,806 24,114

Seven years later 16,079 17,212 18,415 19,919

Eight years later 16,947 17,792 19,200

Nine years later 17,359 18,379

Ten years later 17,806
(in millions) 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Reserves Held (undiscounted) $19,045 $20,107 $21,025 $21,657 $26,456 $26,882 $27,147 $27,860 $31,267 $38,254 $49,300
Undiscounted Liability Restated

as of:

One year later 18,657 19,918 20,930 21,693 26,038 26,502 27,234 31,456 33,266 41,081

Two years later 18,806 20,002 21,013 21,637 25,780 27,229 30,913 33,639 37,733

Three years later 19,034 20,001 21,130 21,401 26,329 30,176 32,923 38,110

Four years later 19,112 20,278 20912 21,628 28,171 31,368 36,355

Five years later 19,308 20,126 21,057 22,545 28,757 34,051

Six years later 19,286 20,087 21,607 22,858 30,773

Seven years later 19,253 20,471 21,806 24,346

Eight years later 19,579 20,694 23,122

Nine years later 19,756 21,871

Ten years later 20,898
Redundancy/(Deficiency) (1,852) (1,764) (2,097) (2,689) (4,317) (7,169) (9,209) (10,250) (6,466) (2,827)
Remaining Reserves

(Undiscounted) 3,091 3,493 3,922 4,426 6,659 8,221 10,266 14,229 19,144 28,918
Remaining Discount 205 240 281 332 404 490 596 789 915 1,139
Remaining Reserves 2,886 3,253 3,641 4,094 6,255 7,731 9,670 13,440 18,229 27,779

The table below shows the gross liability (before discount), reinsurance recoverable and net liability recorded at each year-end and the
reestimation of these amounts as of December 31, 2004.

(in millions)

1994 1995 1996

1997

1998

1999

2000

2001 2002

2003 2004

Gross Liability, End of Year

Reinsurance Recoverable,
End of Year

Net Liability, End of Year

Reestimated Gross Liability

Reestimated Reinsurance
Recoverable

Reestimated Net Liability

Cumulative Gross
Redundancy/(Deficiency)

$31,116 $32,434 $32,741

12,071 12,327 11,716
19,045 20,107 21,025

34,630 36,688 37,361

13,732 14,817 14,239
20,898 21,871 23,122

(3,514) (4,254) (4,620)

$32,186 $37,114 $37,449 $39,398 $43,061 $48,594 $53,897 $63,924

10,530
21,657

39,225

14,880
24,346

10,658
26,456

47,370

16,597
30,773

10,567
26,882

51,478

17,427
34,051

12,251
27,147

55,386

19,031
36,355

15,201 17,327
27,860 31,267

57,447 56,861

19,337 19,128
38,110 37,733

(7,039) (10,256) (14,029) (15,988) (14,386) (8,267)

15,644 14,624
38,254 48,300

57,516

16,436
41,081

(3,619)
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| Analysis of Consolidated Losses and Loss Expense Reseive Development Excludu;lg Asbestos and
Environmental Losses and. Loss Experise Reserve Development -

The following table presents for each calendar year the losses and loss expense reserves and the development thereof exciuding those
with respect to asbestos and environmental claims. As a result of the internal review discussed in Management’s Discussion and
Analysis of Financial Condition and Results of Operations, the amounts of carried reserves and the liabilities reestimated have been
restated or adjusted for all periods presented. See also Management’s Discussion and Analysis of Financial Condition and Results of
Operations.

(in millions) 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Reserves Held $18,558 $19,383 $19,889 $20,250 $24,695 $24,916 $25,005 $25,718 $29,071 $36,068 $46,236
Discount (in Reserves Held) 157 217 393 619 897 1,075 1,287 1,423 1,493 1,516 1,553

Reserves Held (Undiscounted) 18,715 19,600 20,282 20,869 25592 25,991 26,292 27,141 30,570 37,584 47,789
Paid (Cumulative) as of:

One year later 4,847 5309 5603 5467 7,084 8,195 9,515 10,861 10,632 11,999
Two years later 8,156 8,771 8,996 9,500 12,190 14,376 16,808 17,801 18,283
Three years later 10,417 11,013 11,582 12,618 16,214 19,490 21,447 23,430
Four years later 12,117 12,645 13,724 14,972 19,732 22521 25,445
Five years later 13,332 14,139 15460 16,983 21,630 25,116
Six years later 14,435 15,404 16,792 18,014 23,282
Seven years later 15,291 16,355 17,519 18,972
Eight years later 16,018 16,798 18,149
Nine years later 16,294 17,230
Ten years later 16,588
(in millions) 1994 1985 1996 1997 1998 1999 2000 2001 2002 2003 2004

Reserves Held (undiscounted) $18,715 $19,600 $20,282 $20,869 $25,592 $25,991 $26,292 $27,141 $30,570 $37,584 $47,789
Undiscounted Liability Restated

as of:

One year later 18,074 19,072 20,040 20,713 25,031 25,581 26,326 30,618 32,482 39,411
Two years later 17,893 19,019 19,923 20,521 24,743 26,258 129,886 32,714 35,952

Three years later 17,983 18,815 19,912 20,257 25,244 29,084 31,810 36,189

Four years later 17,858 18,965 19,666 20,445 26,964 30,190 34,247

Five years later 17,927 18,787 19,773 21,244 27,464 31,878

Six years later 17,888 18,710 20,208 21,474 28,486

Seven years later 17,810 18,980 20,324 21,972

Eight years later 18,022 19,119 20,651

Nine years later 18,117 19,308

Ten years later 18,270

Redundancy/(Deficiency) 445 292 (369) (1,103) (2,894) (5,887) (7,955) (9,049) (5,382) (1,827)
Remaining Reserves

(undiscounted) 1,682 2,078 2,502 3,001 5204 6,762 8,801 12,759 17,669 27,413
Remaining Discount 205 240 281 332 404 490 596 789 915 1,139
Remaining Reserves 1,477 1,838 2,221 2,669 4,800 6,272 8,205 11,970 16,754 26,274

The table below shows the grass liability (before discount), reinsurance recoverable and net liability recorded at each year-end and the
reestimation of these amounts as of December 31, 2004.

(in millions) 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
Gross Liability, End of Year $29,702 $30,491 $30,437 $29,877 $34,615 $34,837 $36,953 $40,832 $46,457 $51,873 $60,391
Reinsurance Recoverable,

End of Year 10,987 10,891 10,156 9,008 9,023 8,846 10661 13,692 15887 14,288 12,602
Net Liability, End of Year 18,715 19,600 20,282 20,869 25,592 25,991 26,292 27,141 30,570 37,584 47,789
Reestimated Gross Liability 26,984 29,386 30,461 32,768 41,241 45,754 50,183 52,771 52,527 53,589
Reestimated Reinsurance

Recoverable 8,714 10,078 9,810 10,795 12,755 13,876 15,936 16,581 16,574 14,177
Reestimated Net Liability 18,270 19,308 20,651 21,972 28,486 31,878 34,247 36,189 35,952 39,411
Cumulative Gross

Redundancy/(Deficiency) 2,718 1,105 (24) (2,891) (6,626) (10,917) (13,230) (11,939} (6,070) (1,716)
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Reconciliation of Net Reserves for Losses and Loss Expenses

2004 2003 2002
(in millions) (Restated) (Restated)
Net reserve for losses and loss
expenses at beginning of year $36,738 $ 29,768 $ 26,437
Acqguisition - 391(a) -
Losses and loss expenses incurred:
Current year 27,129 20,663 15,723
Prior years(b) 3,204(c) 2,295 3,876
30,333 22,958 19,599
Losses and loss expenses paid:
Current year 7,161 5,604 5,261
Prior years 12,163 10,775 11,007
19,324 16,379 16,268
Net reserve for losses and loss
expenses at end of year( d) $47,747 $ 36,738 $ 29,768

(a) Reflects the opening balances with respect to the GE U.S.-based auto and home insurance business acquired in 2003.
(b) Includes accretion of discount of $377 million in 2004, $296 million in 2003 and $280 million in 2002.
(c) Includes fourth quarter charge of $850 million attributable to the change in estimate for asbestos and environmental reserves.

{(d) See also Note 6(a) of Notes to Financial Statements.

For further discussion regarding net reserves for losses
and loss expenses, see Management’s Discussion and Analysis
of Financial Condition and Results of Operations.

The adjustments made to the reserve for losses and loss
expenses resulting from the internal review, including the
fourth quarter charge ateributable to a change in estimate for
asbestos and environmental exposures, will be restated or ad-
justed as reported in the Annual Statements filed with state
insurance departments and, where appropriate, with foreign
regulatory authorities. In addition, because not all of AIG’s
General Insurance operations are subject to regulatory filing
requirements by the states, there are differences between the
sum of reserves for losses and loss expenses as filed with the
states and the reserves for losses and loss expenses as reported
in AIG’s Consolidated Balance Sheet at December 31, 2004.
See also Management’s Discussion and Analysis of Financial
Condition and Results of Operations and Note 2 of Notes to
Financial Statements.

Life Insurance & Retirement Services

Operations

AIG’s Life Insurance & Retirement Services subsidiaries offer
a wide range of insurance and investment-oriented products
both domestically and abroad. Insurance-oriented products
consist of individual and group life, payout annuities, endow-
ment and accident and health policies. Investment-oriented
products consist generally of fixed and variable annuities. See
also Management’s Discussion and Analysis of Financial Con-
dition and Results of Operations.
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Life Insurance & Retirement Services operations in for-
eign countries comprised 78.0 percent of Life Insurance &
Retirement Services GAAP premiums and 62.4 percent of Life
Insurance & Retirement Services operating income in 2004.
AIG operates overseas principally through ALICO, AJA, Nan
Shan, Philamlife, AIG Star Life, and AIG Edison Life. ALICO
is incorporated in Delaware and all of its business is written
outside of the United States. ALICO has operations either
directly or through subsidiaries in Europe, Latin America, the
Caribbean, the Middle East, South Asia and the Far East, with
Japan being the largest territory. AIG added significantly to its
presence in Japan with the acquisition of GE Edison Life In-
surance Company (now AIG Edison Life}, which was consoli-
dated beginning with the fourth quarter of 2003. AIA
operates primarily in China (including Hong Kong), Singa-
pore, Malaysia, Thailand, Korea, Australia, New Zealand,
Vietnam, and India. The operations in India are conducted
through a joint venture, Tata AIG Life Insurance Company
Limited. Nan Shan operates in Taiwan. Philamlife is the larg-
est life insurer in the Philippines. AIG Star Life operates in
Japan. See also Note 3 of Notes to Financial Statements.

AIRCO acts primarily as an internal reinsurance com-
pany for AIG’s foreign life operations. This facilitates insur-
ance risk management (retention, volatility, concentrations)
and capital planning locally (branch and subsidiary). It also
allows AIG to pool its insurance risks and purchase reinsur-
ance more efficiently at a consolidated level and manage
global counterparty risk and relationships.




AIG’s principal domestic Life Insurance & Retirement
Services operations include AGLA, AIG American General,
AIG Annuity, USLIFE, VALIC and SunAmerica Life. These
companies utilize multiple distribution channels including in-
dependent producers, brokerage, career agents and banks to
offer life insurance, annuity and accident and health products
and services as well as financial and investment products. The
domestic Life Insurance & Retirement Services operations
comprised 22.0 percent of total Life Insurance & Retirement
Services GAAP premiums and 37.6 percent of Life Insurance
& Retirement Services operating income in 2004.

There was no significant adverse effect on AIG’s Life In-
surance & Retirement Services results of operations from eco-
Nomic environments in any one state, country or geographic
region for the year ended December 31, 2004. See also Man-
agement’s Discussion and Analysis of Financial Condition and
Results of Operations.

Life insurance products such as whole life and endow-
ment continue to be significant in the overseas companies,
especially in Southeast Asia, while a mixture of life insurance,
accident and health and retirement services products are sold
in Japan.

American International Group, Inc. and Subsidiaries

In addition to the above, AIG also has subsidiary opera-
tions in Canada, Egypt, Mexico, Poland, Switzerland and Pu-
erto Rico, and conducts life insurance business through a joint
venture in Brazil and through an AIUO subsidiary company in
Russia, and in certain countries in Central and South America.

The Foreign Life Insurance & Retirement Services com-
panies have aver 250,000 full and part-time agents, as well as
independent producers, and sell their products largely to in-
digenous persons in local and foreign currencies. In addition
to the agency outlets, these companies also distribute their
products through direct marketing channels, such as mass
marketing, and through brokers and other distribution out-
lets, such as financial institutions.

 Insurance Investment Operations .
A significant portion of AIG’s General Insurance and Life
Insurance & Retirement Services operating revenues are de-
rived from AIG’s insurance investment operations. See also
Management’s Discussion and Analysis of Financial Condi-

tion and Results of Operations and Notes 1, 3 and 8 of Notes
to Financial Statements.

The following table summarizes the investment results of the General Insurance operations. See also Management’s Discussion and
Analysis of Financial Gondition and Results of Operations and Note 8 of Notes to Financial Statements.

Annual Average Cash and Invested Assets

Cash

(including Return on Return on
Years Ended December 31, short-term Invested Average Cash Average
(in millions) investments) Assets(@) Total and Assets Assets
2004 $2,012 $73,361 $75,373 4.2%(b) 4.3%!(¢)
2003 (Restated) 1,818 59,871 61,689 41 (b 42 (cd
2002 (Restated) 1,537 47,481 49,018 49 (b 51 fc
2001 (Restated) 1,338 41,478 42,816 8.0 (0 6.2 (¢
2000 (Restated) 1,152 39,686 40,838 66 (b 6.8 (c

(a) Including investment income due and accrued, and real estate.

(b) Net investment income divided by the annual average sum of cash and invested assets.

{c) Net investment income divided by the annual average invested assets.

The following table summarizes the investment results of the Life insurance & Retirement Services operations. See also Management’s
Discussion and Analysis of Financial Condition and Results of Operations and Note 8 of Notes to Financial Statements.

Annual Average Cash and Invested Assets

Cash

(including Return on Return on
Years Ended December 31, short-term Invested Average Cash Average
{in millions) investments) Assets{d) Total and Assets Assets
2004 $5,089 $308,538 $313,627 4.9%b) 4,9%(c)
2003 (Restated) 4,680 248,249 252,929 51 (b 52 (c
2002 (Restated) 3,919 200,130 204,049 5.5 (b 5.6 f(c
2001 (Restated) 3,615 162,879 166,494 6.3 (b 6.4 (¢
2000 (Restated) 4,644 137,944 142,588 70 () 7.3 (d

(a) Including investment income due and accrued, and real estate.

(b} Net investment income divided by the annual average sum of cash and invested assets.

(c) Net investment income divided by the annual average invested assets.
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AIG’s worldwide insurance investment policy places pri-
mary emphasis on investments in government and other high
quality, fixed income securities in all of its portfolios and, to a
lesser extent, investments in high yield bonds, common stocks
and partnerships, in order to preserve policyholders’ surplus
and generate net investment income. The ability to implement
this policy is somewhat limited in certain territories as there
may be a lack of adequate long-term investments or invest-
ment restrictions may be imposed by the local regulatory au-
thorities. See also Management’s Discussion and Analysis of
Financial Condition and Results of Operations.

rations

AIG’s Financial Services subsidiaries engage in diversified fi-
nancial products and services including aircraft leasing, capi-
and consumer and

tal market transactions, insurance

premium financing.

Aircraft Finance operations represent the operations of
ILFC, which engages primarily in the acquisition of commer-
cial jet aircraft and the leasing and remarketing of such air-
craft to airlines around the world. ILFC also provides, for a
fee, fleet management services to certain third-party opera-
tors. See also Note 3 of Notes to Financial Statements.

During the third quarter of 2003, AIG integrated the opera-
tions of AIG Trading Group Inc. with AIG Financial Products
Corp., establishing the Capital Markets reporting unit. AIGFP
engages as principal in standard and customized interest rate,
currency, equity, commodity, and credit products with top-tier
corporations, financial institutions, governments, agencies, insti-
tutional investors, and high-net-worth individuals throughout
the world. AIGFP also raises funds through municipal reinvest-
ment contracts and other private and public security offerings,
investing the proceeds in a diversified portfolio of high grade
securities and derivative transactions. AIGFP engages in various
commodity and foreign exchange trading and market-making
activities. See also Note 3 of Notes to Financial Statements.

Consumer Finance operations include AGF as well as
AIG Consumer Finance Group, Inc. (AIGCFG). See also Note
3 of Notes to Financial Statements.

AGF provides a wide variety of consumer finance prod-
ucts, including real estate mortgages, consumer loans, retail
sales finance and credit-related insurance to customers in the
United States.

AIGCEFG, through its subsidiaries, is engaged in develop-
ing a multi-product consumer finance business with an em-
phasis on emerging markets.

Together, the Aircraft Finance, Capital Markets and Con-
sumer Finance operations generate the vast majority of the
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revenues produced by AIG’s consolidated Financial Services
operations.

Imperial A.I. Credit Companies also contribute to Finan-
cial Services income. This operation engages principally in
insurance premium financing for both AIG’s customers and
those of other insurers. See also Management’s Discussion
and Analysis of Financial Condition and Results of Opera-
tions and Notes 1 and 12 of Notes to Financial Statements.

AIG’s Asset Management operations comprise a wide variety
of investment-related services and investment products, in-
cluding institutional and retail asset management, broker
dealer services and spread-based investment business from the
sale of guaranteed investment contracts, also known as fund-
ing agreements (GICs). Such products and services are offered
to individuals and institutions both domestically and overseas.

AlIG’s principal Asset Management operations are con-
ducted through certain subsidiaries of AIG Retirement Ser-
vices, Inc. (AIG SunAmerica), including SAAMCo and the
AIG Advisor Group broker dealers and AIG Global Invest-
ment Group. AIG SunAmerica sells and manages mutual
funds and provides financial advisory services through inde-
pendent-contractor registered representatives. AIG Global In-
vestment Group manages invested assets on a global basis for
third-party institutional, retail, private equity and real estate
investment funds, provides securities lending and custodial
services and organizes and manages the invested assets of institu-
tional private equity investment funds. Each of these subsidiary
operations receives fees for investment products and services
provided. See also Management’s Discussion and Analysis of
Financial Condition and Results of Operations and Note 3 of
Notes to Financial Statements.

Other Operations

Certain other AIG subsidiaries provide insurance-related services
such as adjusting claims and marketing specialized products.
Several wholly owned foreign subsidiaries of AIG operating in
countries such as Ireland, Bermuda, Barbados and Gibraltar pro-
vide insurance and related administrative and back office services
to a variety of insurance and reinsurance companies. These com-
panies include captive insurance companies unaffiliated with
AIG, subsidiaries of AIG and the subsidiaries of holding compa-
nies in which AIG holds an interest, such as IPC Holdings, Ltd
(IPC) and Allied World Assurance Holdings, Ltd. (AWAC). AIG
also has several other subsidiaries which engage in various busi-
nesses. For example, American International Technology Enter-
prises, Inc. provides information technology and processing
services to businesses worldwide. Mt. Mansfield Company, Inc.
owns and operates the ski slopes, lifts, school and an inn located
at Stowe, Vermont.




' Additional Investments B

AIG holds a 24.3 percent interest in IPC, a reinsurance holding
company, a 23.4 percent interest in AWAC, a property-casualty
insurance holding company, and a 24.5 percent interest in The
Fuji Fire and Marine Insurance Co., Ltd., a general insurance
company. See also Note 1(q) of Notes to Financial Statements.

‘Locations of Certain Assets

As of December 31, 2004, approximately 31 percent of the
consolidated assets of AIG were located in foreign countries
(other than Canada), including $4.1 billion of cash and securi-
ties on deposit with foreign regulatory authorities. Foreign op-
erations and assets held abroad may be adversely affected by
political developments in foreign countries, including such pos-
sibilities as tax changes, nationalization, and changes in regula-
tory policy, as well as by consequence of hostilities and unrest.
The risks of such occurrences and their overall effect upon AIG
vary from country to country and cannot easily be predicted. If
expropriation or nationalization does occur, AIG’s policy is to
take all appropriate measures to seek recovery of such assets.
Certain of the countries in which AIG’s business is conducted
have currency restrictions which generally cause a delay in a
company’s ability to repatriate assets and profits. See also
Notes 1 and 3 of Notes to Financial Statements.

Regulation

AlG’s operations around the world are subject to regulation
by many different types of regulatory authorities, including
insurance, securities, investment advisory, banking and thrift
regulators in the United States and abroad. The regulatory
environment can have a significant effect on AIG and its busi-
pess. AIG’s operations have become more diverse and con-
sumer-oriented, increasing the scope of regulatory supervision
and the possibility of intervention. In addition, the recent in-
vestigations into financial accounting practices that led to the
restatement of AIG’s financial statements have heightened reg-
ulatory scrutiny of AIG worldwide. See “Certain Factors Af-
fecting AIG’s Business — Regulatory Investigations” and
Note 2 of Notes to Financial Statements.

Certain states require registration and periodic reporting
by insurance companies that are licensed in such states and are
controlled by other corporations. Applicable legislation typi-
cally requires periodic disclosure concerning the corporation
that controls the registered insurer and the other companies in
the holding company system and prior approval of intercorpo-
rate services and transfers of assets (including in some instances
payment of dividends by the insurance subsidiary) within the
holding company system. AIG’s subsidiaries are registered
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under such legislation in those states that have such require-
ments. See also Note 11 of Notes to Financial Statements.

AlIG’s insurance subsidiaries, in common with other in-
surers, are subject to regulation and supervision by the states
and by other jurisdictions in which they do business. Within
the United States, the method of such regulation varies but
generally has its source in statutes that delegate regulatory and
supervisory powers to an insurance official. The regulation
and supervision relate primarily to approval of policy forms
and rates, the standards of solvency that must be met and
maintained, including risk-based capital measurements, the
licensing of insurers and their agents, the nature of and limita-
tions on investments, restrictions on the size of risks that may
be insured under a single policy, deposits of securities for the
benefit of policyholders, requirements for acceptability of
reinsurers, periodic examinations of the affairs of insurance
companies, the form and content of reports of financial condi-
tion required to be filed, and reserves for unearned premiums,
losses and other purposes. In general, such regulation is for
the protection of policyholders rather than the equity owners
of these companies. See also Management’s Discussion and
Analysis of Financial Condition and Results of Operations.

AIG has not yet determined the effect of the restatement
on the statutory income, net reserves or surplus of its insur-
ance company subsidiaries. The adjustments that AIG will be
required to make to the statutory financial statements may
negatively affect certain ratios and other measurements appli-
cable to insurance companies.

AIG’s insurance operations are currently under review by
various state regulatory agencies, and certain agencies have
communicated to AIG concerns in various areas, including
allocation of state workers compensation premiums and pos-
sible misrepresentations by and sales practices of AIG subsidi-
aries, including relationships with insurance brokers. AIG
cannot at this time determine the effect that these investiga-
tions may have on the conduct of its insurance business. See
Item 3. Legal Proceedings for a further description of these
investigations and see “Certain Factors Affecting AIG’s Busi-
ness — Regulatory Investigations” for more information on
their application to AIG’s insurance businesses.

Risk-Based Capital (RBC) is designed to measure the ade-
quacy of an insurer’s statutory surplus in relation to the risks
inherent in its business. Thus, inadequately capitalized general
and life insurance companies may be identified.

The RBC formula develops a risk adjusted target level of
statutory surplus by applying certain factors to various asset,
premium and reserve items. Higher factors are applied to
more risky items and lower factors are applied to less risky
items. Thus, the target level of statutory surplus varies not
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only as a result of the insurer’s size, but also on the risk profile
of the insurer’s operations.

The RBC Model Law provides for four incremental levels
of regulatory attention for insurers whose surplus is below the
calculated RBC target. These levels of attention range in sever-
ity from requiring the insurer to submit a plan for corrective
action to placing the insurer under regulatory control.

To the extent that any of AIG’s insurance entities would
fall below prescribed levels of surplus, it would be AIG’s in-
tention to infuse necessary capital to support that entity.

A substantial portion of AIG’s General Insurance busi-
ness and a majority of its Life Insurance business is carried on
in foreign countries. The degree of regulation and supervision
in foreign jurisdictions varies. Generally, AIG, as well as the
underwriting companies operating in such jurisdictions, must
satisfy local regulatory requirements. Licenses issued by for-
eign authorities to AIG subsidiaries are subject to modifica-
tion or revocation by such authorities, and AIU or other AIG
subsidiaries could be prevented from conducting business in
certain of the jurisdictions where they currently operate. In the
past, AIU has been allowed to modify its operations to con-
form with new licensing requirements in most jurisdictions.

In addition to licensing requirements, AIG’s foreign oper-
ations are also regulated in various jurisdictions with respect
to currency, policy language and terms, amount and type of
security deposits, amount and type of reserves, amount and
type of local investment and the share of profits to be returned
to policyholders on participating policies. Some foreign coun-
tries regulate rates on various types of policies. Certain coun-
tries have established reinsurance institutions, wholly or
partially owned by the state, to which admitted insurers are
obligated to cede a portion of their business on terms which
may not always allow foreign insurers, including AIG, full
compensation. In some countries, regulations governing con-
stitution of technical reserves and remittance balances may
hinder remittance of profits and repatriation of assets.

In 1999, AIG became a unitary thrift holding company
when the Office of Thrift Supervision (OTS) granted AIG ap-
proval to organize AIG Federal Savings Bank. Annually, the
OTS conducts an examination of AIG. The OTS examination
involves assessing the organization’s overall risk profile.

| Competition

AIG’s Insurance, Financial Services and Asset Management
businesses operate in a highly competitive environment, both
domestically and overseas. Principal sources of competition are
insurance companies, banks, investment banks and other non-
bank financial institutions.
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The insurance industry in particular is highly competitive.
Within the United States, AIG’s General Insurance subsidiaries
compete with approximately 3,100 other stock companies, spe-
cialty insurance organizations, mutual companies and other un-
derwriting organizations. AIG’s subsidiaries offering Life
Insurance and Retirement Services compete in the United States
with approximately 2,100 life insurance companies and other
participants in related financial services fields. Overseas, AIG
subsidiaries compete for business with foreign insurance opera-
tions of the larger U.S. insurers, global insurance groups, and
local companies in particular areas in which they are active.

AIG’s strong ratings have historically provided a competi-
tive advantage. The effect on the business of AIG of recent regu-
latory investigations, the restatement, and subsequent ratings
actions is currently unknown, but these developments may ad-
versely affect the competitive position of AIG and its subsidiaries.

AIG’s Credit Ratings

The recent downgrades in AIG’s credit ratings will in-
crease AIG’s borrowing costs, may lessen AIG’s ability to
compete in certain businesses and will require AIG to post
additional collateral.

From March through May of 2005, the major rating
agencies downgraded AIG’s ratings in a series of actions. Stan-
dard & Poor’s, a division of The McGraw-Hill Companies,
Inc. (S&P), lowered the long-term senior debt and
counterparty ratings of AIG from ‘AAA’ to ‘AA+’ and placed
the ratings on Credit Watch Negative. Moody’s Investors Ser-
vice (Moody’s) lowered AIG’s long-term senior debt rating
from ‘Aaa’ to ‘Aa2’ and placed the ratings on review for possi-
ble downgrade. Fitch Ratings (Fitch) downgraded the long-
term senior debt ratings of AIG from ‘AAA’ to ‘AA’ and
placed the ratings on Ratings Watch Negative.

The agencies also took rating actions on AIG’s insurance
subsidiaries. S&P and Fitch lowered to ‘AA+’ the insurance fi-
nancial strength ratings of most of AIG’s insurance companies.
Moody’s lowered the insurance financial strength ratings gener-
ally to either ‘Aal’ or ‘Aa2’. A M. Best downgraded the financial
strength ratings for most of AIG’s insurance subsidiaries from
‘A++’ to ‘A+’ and the issuer credit ratings from ‘aa+’ to ‘aa-". The
insurance companies’ ratings remain on a negative watch.

In addition, S&P placed ILFC’s ‘AA-" long-term senior
debt rating and ‘A-1+ short-term rating on Credit Watch
Negative. Fitch downgraded ILFC’s long-term senior debt rat-
ing from ‘AA~’ to ‘A+" and placed the rating on Rating Watch
Negative and downgraded ILFC’s short-term debt rating from
‘F1+° to ‘F1’. Fitch also placed the ‘A+’ long-term senior debt




ratings of American General Finance Corporation and Ameri-
can General Finance, Inc. on Rating Watch Negative.

These debt and financial strength ratings are current opin-
ions of the rating agencies. As such, they may be changed,
suspended or withdrawn at any time by the rating agencies as
a result of changes in, or unavailability of, information or
based on other circumstances. Ratings may also be withdrawn
at AIG management’s request. This discussion of ratings is not
a complete list of ratings of AIG and its subsidiaries.

These ratings actions have affected and will continue to
affect AIG’s business and results of operations in a number of
ways.

* Downgrades in AIG’s debt ratings will adversely affect
AIG’s results of operations.  AIG relies on external sources
of financing to fund several of its operations. The cost and
availability of unsecured financing are generally dependent
on the issuer’s long-term and short-term debt ratings. The
recent downgrades and any future downgrades in AIG’s
debt ratings will increase AIG’s borrowing costs and there-
fore adversely affect AIG’s results of operations.

* The downgrade in AIG’s long-term senior debt ratings will
adversely affect AIGFP’s ability to compete for certain busi-
nesses.
financial institutions to compete in the derivative and struc-
tured transaction marketplaces. Historically, AIG’s triple-A
ratings provided AIGFP a competitive advantage. The down-

Credit ratings are very important to the ability of

grades will reduce this advantage and, for specialized financial
transactions that generally are conducted only by triple-A
rated financial institutions, counterparties may be unwilling to
transact business with AIGFP except on a secured basis. This
could require AIGFP to post more collateral to counterparties
in the future. See below for a further discussion of the effect
that posting collateral may have on AIG’s liquidity.

* Although the financial strength ratings of AIG’s insurance
company subsidiaries remain high compared to many of their
competitors, the downgrades have reduced the previous rat-
ings differential. The competitive advantage of the ratings to
AIG’s insurance company subsidiaries may be lessened ac-
cordingly. The recent regulatory inquiries, internal investiga-
tions, and delay in this Annual Report on Form 10-K, as well
as negative publicity, have caused independent producers and
distributors of AIG’s domestic life and retirement services
products to be more cautious in placing business with AIG
subsidiaries. AIG is unable to predict the effect of these issues
on AIG’s business, including any increase in associated surren-
der or replacement activity.

¢ As aresult of the downgrades of AIG’s long-term senior debt
ratings, AIG has been required to post approximately
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$1.16 billion of collateral with counterparties to municipal
guaranteed investment contracts and financial derivatives
transactions. In the event of a further downgrade, AIG will
be required to post additional collateral. It is estimated that,
as of the close of business on May 18, 2005, based on AIG’s
outstanding municipal guaranteed investment contracts and
financial derivatives transactions as of such date, a further
downgrade of AIG’s long-term senior debt ratings to ‘Aa3’
by Moody’s or ‘AA~’ by S&P would permit counterparties to
call for approximately $2.33 billion of additional collateral.
Further, additional downgrades could result in requirements
for substantial additional collateral, which could have a ma-
terial effect on how AIG manages its liquidity. The actual
amount of additional collateral that AIG would be required
to post to counterparties in the event of such downgrades
depends on market conditions, the market value of the out-
standing affected transactions and other factors prevailing at
the time of the downgrade. The requirement to post addi-
tional collateral may increase if additional counterparties be-
gin to credit support from AIG through
collateralization agreements. Additional obligations to post
collateral will increase the demand on AIG’s liquidity.

require

Regulatory Investigations

AIG’s ability to engage in certain businesses may be im-
paired by the regulatory investigations. The regulatory in-
vestigations and civil actions pending against AIG may reduce
the willingness of counterparties to engage in business with
AIG. Uncertainty concerning the ultimate outcome of these
actions and proceedings may also make AIG products and
services less attractive in the marketplace. Further, these mat-
ters may affect the manner in which certain AIG subsidiaries
conduct business and AIG’s ability to obtain regulatory ap-
provals for new lines of business or for further acquisitions.

Significant legal proceedings could adversely effect AIG’s
results of operations. AIG is party to numerous legal and
regulatory proceedings, including matters relating to insur-
ance brokerage practices and non-traditional insurance prod-
ucts. See also Item 3. Legal Proceedings.

Significant investigations into AIG’s business are continu-
ing and the commencement of additional investigations is pos-
sible.
practices continue in respect of structured transactions, trans-

Broad-ranging investigations into AIG’s business

actions involving insurance brokers, non-traditional insurance
products, workers compensation lines and other matters.
These investigations are being conducted by a large number of
regulators and governmental authorities, and related actions
by regulators both within and outside the United States may
be undertaken in response. The review of large amounts of
information by various regulatory authorities may result in
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the commencement of new areas of inquiry and, possibly, new
legal proceedings. Gathering, reviewing and supplying such
large amounts of information and documents to so many reg-
ulatory authorities imposes significant demands upon man-
agement and may involve significant expense.

The Relationships Between AIG and Starr and SICO

The relationships between AIG and Starr and SICO may
take an extended period of time to unwind and/or resolve.
Although AIG is currently working on unwinding and resolv-
ing its relationships with Starr and SICO, AIG cannot predict
what its future relationship with Starr and SICO will be.

As discussed under Item 11. Executive Compensation, AIG
will need to provide compensation programs that recognize the
plans and programs previously provided to AIG executives by
Starr and SICO. In addition, AIG has agreed, subject to cer-
tain conditions, to assure AIG’s current employees that all pay-
ments under the SICO Plans and redemption payments under
the Starr stockholders’ agreement are made when required. See
Note 12(f) of Notes to Financial Statements.

Certain Material Weaknesses

Management has identified a number of material weak-
nesses in AIG’s internal control over financial reporting. A
discussion of these material weaknesses can be found in
Item 9A of Part II of this Annual Report on Form 10-K.
Although remediation of these weaknesses has begun, the pro-
cess is not yet complete. Delay in the implementation of reme-
dial actions could affect the accuracy or timing of future
filings with the SEC and other regulatory authorities.

Access to Capital Markets

AIG does not expect to be able to access the public capital
markets until all of its filings with the SEC are up to date,
including any amendments to previously filed reports. When
AIG is current in its filings with the SEC, AIG anticipates that
it will be able to access the Rule 144A and Euro-markets.
However, AIG will be unable to access the U.S. public securi-
ties markets until it has filed and the SEC has declared effec-
tive a new registration statement or post-effective
amendments to its existing registration statements under the
Securities Act of 1933. Depending upon the SEC’s review of

these filings, this process may take several months or more.
ITEM 2. Properties

AIG and its subsidiaries operate from approximately 2,200
offices in the United States, § offices in Canada and numerous
offices in approximately 100 foreign countries. The offices in
Springfield, Illinois; Amarillo, Ft. Worth and Houston, Texas;
Wilmington, Delaware; Hato Rey and San Juan, Puerto Rico;
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Tampa, Florida; Livingston, New Jersey; Evansville, Indiana;
Nashville, Tennessee; 70 Pine Street, 72 Wall Street and
175 Water Street in New York City; and offices in more than
30 foreign countries including Bermuda, Chile, Hong Kong,
the Philippines, Japan, United Kingdom, Singapore, Switzer-
land, Taiwan and Thailand are located in buildings owned by
AIG and its subsidiaries. The remainder of the office space
utilized by AIG subsidiaries is leased.

ITEM 3. Legal Proceedings

General

AIG and its subsidiaries, in common with the insurance indus-
try in general, are subject to litigation, including claims for
punitive damages, in the normal course of their business. See
Notes 12(d), 12(g), 12(h) and 12(i) of Notes to Financial
Statements, as well as the Discussion and Analysis of Consoli-
dated Net Losses and Loss Expense Reserve Development and
Management’s Discussion and Analysis of Financial Condi-
tion and Results of Operations.

PNC Settlement

In November 2004, AIG and AIGFP reached a final settle-
ment with the Securities and Exchange Commission (SEC), the
Fraud Section of the United States Department of Justice (DOJ)
and the United States Attorney for the Southern District of
Indiana with respect to issues arising from certain structured
transactions entered into with Brightpoint, Inc. and The PNC
Financial Services Group, Inc. (PNC), the marketing of transac-
tions similar to the PNC transactions and related matters.

As part of the settlement, the SEC filed a civil complaint
against AIG, alleging violations of certain antifraud provisions of
the federal securities laws and for aiding and abetting violations
of reporting and record keeping provisions of those laws. The
SEC’s complaint was based on the conduct of AIG, primarily
through AIGFP (i) in developing, marketing and entering into
three transactions during 2001 that were intended to enable
PNC, a public company, to remove certain assets from its bal-
ance sheet and (ii) in marketing similar transaction structures to
other potential counterparties. The complaint alleged, inter alia,
that AIGFP recklessly misrepresented, and was reckless in not
knowing, that the transactions entered into with PNC and mar-
keted to other potential counterparties did not satisfy the re-
quirements of GAAP for non-consolidation of special purpose
entities.

AIG, without admitting or denying the allegations in the
SEC complaint, consented to the issuance of a final judgment:
(a) permanently enjoining it and its employees and related per-
sons from violating section 10(b) of the Securities Exchange Act
of 1934 (Exchange Act), Exchange Act Rule 10b-3, and section




17(a) of the Securities Act of 1933 (Securities Act) and from
aiding and abetting violations of sections 13(a) and 13(b)(2)(A)
of the Exchange Act and Exchange Act Rules 12b-20, 13a-1, and
13a-13; (b) ordering it to disgorge the $39,821,000 in fees that it
received from the PNC transactions, plus prejudgment interest of
$6,545,000; and {c) providing for AIG to establish a transaction
review committee to review the appropriateness of certain future
transactions and to retain an independent consultant to examine
certain transactions entered into between 2000 and 2004 and
review the policies and procedures of the transaction review
committee. The independent consultant has a broad mandate to
review transactions entered into by AIG during this period. The
review of the independent consultant is now ongoing and AIG
cannot at this time predict the outcome of this review.

The DOJ filed a criminal complaint against AIGFP
PAGIC Equity Holding Corp. (AIGFP PAGIC), a wholly-
owned subsidiary of AIGFP. The complaint alleged that
AIGFP PAGIC violated federal securities laws by aiding and
abetting securities law violations by PNC, in connection with
a transaction entered into in 2001 with PNC that was in-
tended to enable PNC to remove certain assets from its bal-
ance sheet. The complaint alleges that AIGFP PAGIC knew, or
was deliberately ignorant in not knowing, that the PNC trans-
action did not satisfy the requirements of GAAP for non-
consolidation of special purpose entities. The AIGFP PAGIC
transaction was the last of three similar transactions devel-
oped, marketed and entered into by AIGFP and its subsidiar-
ies with PNC during 2001. The DOJ had notified AIGFP that,
in its view, AIGFP acting through certain of its employees may
have violated federal criminal law in connection with the PNC
transactions and the marketing of similar transaction struc-
tures to other potential counterparties.

The settlement with the DOJ consists of separate agree-
ments with AIG and AIGFP and a complaint filed against, and
deferred prosecution agreement with, AIGFP PAGIC. Under
the terms of the settlement, AIGFP paid a monetary penalty of
$80 million and, provided that AIG, AIGFP and AIGFP
PAGIC satisfy their obligations under the DOJ agreements,
the DOJ will seek a dismissal with prejudice of the AIGFP
PAGIC complaint after 13 months and will not prosecute AIG
or AIGFP in connection with the PNC transactions or the
Brightpoint transaction that was settled by AIG with the SEC
in 2003. The obligations of AIG, AIGFP and AIGFP PAGIC
under the DOJ agreements relate principally to cooperating
with the DOJ and other federal agencies in connection with
their related investigations.

Investigations of Insurance Brokerage Practices

On October 14, 2004, the Office of the New York State
Actorney General (NYAG) brought a lawsuit challenging cer-
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tain insurance brokerage practices related to contingent com-
missions. Neither AIG nor any of its subsidiaries is a
defendant in that action, although two employees of an AIG
subsidiary pleaded guilty in connection with the Attorney
General’s investigation in October 2004 and two additional
employees of the same subsidiary pleaded guilty in February
200S. AIG has cooperated, and will continue to cooperate, in
the investigation. Regulators from several additional states
have commenced investigations into the same matters, and
AIG expects there will be additional investigations as well.
Various parties, including insureds and shareholders, have
also asserted putative class action and other claims against
AIG or its subsidiaries alleging, among other things, violations
of the antitrust and federal securities laws, and AIG expects
that additional claims may be made.

Various federal and state regulatory agencies are reviewing
certain other transactions and practices of AIG and its subsidiar-
ies in connection with industry-wide and other inquiries.

Investigation and Civil Complaint Concerning Non-
Traditional Insurance Products and Other Transactions

In February 2005, AIG received subpoenas.from the
NYAG and the SEC relating to investigations into the use of
non-traditional insurance products and certain assumed rein-
surance transactions and AIG’s accounting for such transac-
tions. In March and April 2005, the SEC and NYAG issued
additional subpoenas relating to certain transactions and enti-
ties discussed more fully in Management’s Discussion and
Analysis of Financial Condition and Results of Operations,
including, among others, SICO, Union Excess, Capco and cer-
tain Life Settlements {as such transactions and entities are
defined in Management’s Discussion and Analysis of Financial
Condition and Results of Operations). In April 2005, AIG
received a subpoena from the NYAG relating to AIG’s opera-
tions in Bermuda. The United States Department of Justice
and state regulators, including the New York Department of
Insurance (NY DOI), are also investigating these issues. Regu-
lators from several additional states have commenced investi-
gations into some of these matters, and AIG expects there will
be additional investigations. In addition, the SEC, the
U.S. Attorney’s Office for the Southern District of New York
and the NYAG are investigating certain transactions involving
the purchase of AIG stock. The NYAG and insurance regula-
tors are investigating issues relating to workers compensation
insurance written by AIG subsidiaries. Various former and
current employees of AIG have also received subpoenas from
the SEC and NYAG seeking documents and testimony con-
cerning some of these matters. AIG has cooperated, and will
continue to cooperate, with all these investigations, including
by producing documents and other information in response to
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the subpoenas. As more fully described in Management’s Dis-
cussion and Analysis of Financial Condition and Results of
Operations, AIG has concluded that the accounting for cer-
tain transactions and certain relationships needs to be restated
or adjusted. See Note 2 of Notes to Financial Statements.

On May 26, 2005, the NYAG and the New York Superin-
tendent of Insurance filed a civil complaint against AIG as well
as its former Chairman and Chief Executive Officer M.R.
Greenberg, and former Vice Chairman and Chief Financial Of-
ficer Howard Smith, in the Supreme Court of the State of New
York. The complaint asserts claims under New York’s Martin
Act and Insurance Law, among others, and makes allegations
concerning certain of the transactions discussed more fully in
Management’s Discussion and Analysis of Financial Condition
and Results of Operations, including, among others, Gen Re,
Capco, AIRCO Reinsurance, Life Settlements, Richmond and
Union Excess. The complaint seeks disgorgement, injunctive
relief, punitive damages and costs, among other things. The
NYAG has also stated that it fully expects that all issues with
AIG concerning these matters can be resolved civilly, as op-
posed to by means of criminal indictment of AIG.

Other Actions

A number of lawsuits have been filed regarding the subject
matter of the investigations of insurance brokerage practices,
including derivative actions, individual actions and class actions
under the federal securities laws, ERISA and state common and
corporate laws in both federal and state courts, including the
federal district court in the Southern District of New York, in the
Commonwealth of Massachusetts Superior Court and in Dela-
ware Chancery Court. All of these actions generally allege that
AIG and its subsidiaries violated the law by allegedly concealing
a scheme to “rig bids” and “steer” business between insurance
companies and insurance brokers as described in “Investigation
of Insurance Brokerage Practices” above.

Between October 19, 2004 and May 23, 2005, AIG was
named as a defendant in twelve complaints that were filed in
federal court and one that was originally filed in Florida state
court and removed te federal court. These cases generally
allege that AIG and its subsidiaries violated federal and vari-
ous state antitrust laws, as well as federal RICO laws, various
state deceptive and unfair practice laws and certain state laws
governing fiduciary duties. The alleged basis of these claims is
that there was a conspiracy between insurance companies and
insurance brokers with regard to the bidding practices for
insurance coverage in certain sectors of the insurance indus-
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try. The Judicial Panel on Multidistrict Litigation entered an
order consolidating most of these cases and transferring them
to the United States District Court for the District of New
Jersey. The remainder of these cases are in the process of being
transferred to the District of New Jersey. In addition, two
complaints were filed in Massachusetts state court making
claims similar to those in the federal cases above.

In April and May, amended complaints were filed in the
consolidated derivative and securities cases, as well as in one
of the ERISA lawsuits, pending in the federal district court in
the Southern District of New York adding allegations con-
cerning AIG’s accounting treatment for non-traditional insur-
ance products that have been the subject of AIG’s press
releases and are described more fully in Management’s Dis-
cussion and Analysis of Financial Condition and Results of
Operations. Also in April, new actions were filed in the Dela-
ware Chancery Court asserting claims premised on the same
allegations concerning AIG’s accounting treatment for non-
traditional insurance products.

In late 2002, an unrelated derivative action was filed in
Delaware Chancery Court in connection with AIG’s transac-
tions with certain entities affiliated with Starr. AIG’s Board of
Directors appointed a special committee of independent direc-
tors to review the complaint; the special committee has issued a
report concluding that it was not in the best interest of AIG or
its shareholders to pursue the litigation and moved the Dela-
ware Chancery Court to terminate the litigation. In May 20035,
the plaintiff filed an amended complaint which adds additional
claims premised on allegations relating to insurance brokerage
practices and AIG’s non-traditional insurance products.

Effect on AIG

AIG cannot at this time predict the outcome of the matters
described above or estimate the potential costs related to these
matters and accordingly, no reserve is being established in
AIG’s financial statements at this time. In the opinion of AIG
management, AIG’s ultimate liability for the matters referred to
above is not likely to have a material adverse effect on AIG’s
consolidated financial condition, although it is possible that the
effect would be material to AIG’s consolidated results of opera-
tions for an individual reporting period.

ITEM 4. Submission of Matters to a Vote of
Security Holders

There were no matters submitted to a vote of security holders
during the fourth quarter of 2004,




PART Il

ITEM 5. Market for the Registrant’s Common
Equity, Related Stockholder Matters and
Issuer Purchases of Equity Securities

(a) AIG’s common stock is listed in the U.S. on the New York
Stock Exchange and ArcaEx, as well as the stock exchanges in
London, Paris, Switzerland and Tokyo.

The table below shows the high and low closing sales prices per
share of AlG’s common stock on the New York Stock Exchange
Composite Tape, for each quarter of 2004 and 2003.

2004 2003
High Low High Low
First quarter $75.12 $66.79 $63.50 $44.47
Second quarter 76.77 69.39 60.20 50.60
Third quarter 72.66 66.48 64.70 55.54
Fourth quarter 68.72 54.70 66.28 56.59

(b} In 2004, AIG paid a quarterly dividend of 6.5 cents in
March and June and 7.5 cents in September and December for
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a total cash payment of 28.0 cents per share of common stock.
In 2003, AIG paid a quarterly dividend of 4.7 cents in March
and June and 6.5 cents in September and December for a total
cash payment of 22.4 cents per share of common stock. Sub-
ject to the dividend preference of any of AIG’s serial preferred
stock which may be outstanding, the holders of shares of
common stock are entitled to receive such dividends as may be
declared by the Board of Directors from funds legally availa-
ble therefor.

See Note 11(a) of Notes to Financial Statements for a
discussion of certain restrictions on the payment of dividends
to AIG by some of its insurance subsidiaries.

(¢) The approximate number of holders of common
stock as of March 31, 20035, based upon the number of record
holders, was 60,000.

(d) The following table summarizes AIG’s stock repur-
chases for the three month period ended December 31, 2004:

Maximum Number
of Shares that May
Yet Be Purchased

Total Number of
Shares Purchased

Total Average as Part of Publicly Under the Plans

Number of Price Paid Announced Plans or Programs

Period Shares Purchased(a)(b) per Share or Programs at End of Month(c)

October 1 - 31, 2004 5,324,000 62.01 5,324,000 42,841,400

November 1 - 30, 2004 1,684,500 60.92 1,684,500 41,156,900

December 1 - 31, 2004 2,137,100 65.03 2,137,100 39,019,800
Total 9,145,600 $62.52 9,145,600

(a) Does not include 28,045 shares delivered or attested to in satisfaction of the exercise price by holders of AIG employee stock options exercised during

the three months ended December 31, 2004.

{b) Does not include 14,000 shares purchased by International Lease Finance Corporation at a price of $55.95 per share to satisfy obligations under a

deferred compensation plan.

(c) On July 19, 2002, AIG announced that its Board of Directors had authorized the open market purchase of up to 10 million shares of common stock.
On February 13, 2003, AIG announced that the Board had expanded the existing program through the authorization of an additional 50 million

shares. The purchase program has no set expiration or termination date.
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ITEM 6. Selected Financial Data

AMERICAN INTERNATIONAL GROUP, INC. AND SUBSIDIARIES
SELECTED CONSOLIDATED FINANCIAL DATA

AlG has restated its financial statements for each of 2003, 2002, 2001 and 2000. The restated financial statements reflect corrections of
errors, misapplications of GAAP and changes to conform to the current presentation. The Selected Consolidated Financial Data should
be read in conjunction with Management’s Discussion and Analysis of Financial Condition and Results of Operations and the
consolidated financial statements and accompanying notes included elsewhere herein, A reconciliation of previously reported financial
statements to the restated financial statements follows the table below.

Years Ended December 31, 2004 2003 2002 2001 2000
(in millions, except per share amounts) (Restated) (Restated) (Restated) (Restated)
Revenues(a):
Premiums and other considerations $ 66,593 $ 54,880 $ 44,259 $ 38,532 $ 34,027
Net investment income 18,434 15,468 13,721 13,015 12,723
Realized capital gains (losses) (24) (620) (1,298) (919) (239)
Other revenues(®) 12,984 9,718 9,778 9,542 10,340
Total revenues 97,987 79,446 66,460 60,170 56,851
Benefits and expenses:
Incurred policy losses and benefits(c) 58,313 46,145 39,987 34,249 30,609
Insurance acquisition and other operating expenses 24,724 21,646 18,491 17,990 16,752
Acquisition, restructuring and related charges - - - 2,017 315
Total benefits and expenses 83,037 67,791 58,478 54,256 47,676
Income before income taxes, minority interest and cumulative effect
of accounting changes(d/ 14,950 11,655 7,982 5,914 9,175
Income taxes 4,620 3,403 1,956 1,505 2,839
Income before minority interest and cumulative effect of accounting
changes 10,330 8,252 6,026 4,409 6,336
Minority interest (455) (252) (160) (101) (195)
Income before cumulative effect of accounting changes 9,875 8,000 5,866 4,308 6,141
Cumulative effect of accounting changes, net of tax (144) 9 - (136) -
Net income 9,731 8,009 5,866 4172 6,141
Earnings per common share(¢/:
Basic
Income before cumulative effect of accounting changes 3.79 3.07 2.25 1.64 2.36
Cumulative effect of accounting changes, net of tax (0.06) - - (0.05) -
Net income 3.73 3.07 2.25 1.59 2.36
Dituted(/)
Income before cumulative effect of accounting changes 3.75 3.04 2.22 1.62 2.33
Cumulative effect of accounting changes, net of tax (0.06) - - (0.05) -
Net income 3.69 3.04 2.22 1.57 2.33
Cash dividends per common share(&/ .28 22 .18 16 14
Total assets 798,660 674,153 561,556 492,447 423,851
Long-term debt and commercial paper(?)
Guaranteed by AIG 8,498 7,469 7,144 8,141 3,855
Liabilities connected to trust preferred stock 1,489 1,682 - - -
Matched/not guaranteed by AIG 85,276 71,058 64,941 56,976 49,865
Total Liabilities(? 717,854 603,931 500,598 439,717 374,413
Shareholders’ equity 80,607 70,030 58,805 50,528 46,024

(a) Represents the sum of General Insurance net premiums earned, Life Insurance & Retirement Services GAAP premiums, net investment income,
Financial Services interest, lease and finance charges, Asset Management advisory and management fees and net investment income with respect to
guaranteed investment contracts, and realized capital gains (losses).

(b) Includes the unrealized gain (loss) attributable to economic hedges not qualifying for hedge accounting treatment under FAS 133, including the
related foreign exchange gains and losses. For 2004, 2003, 2002, 2001 and 2000, respectively, the amounts included are $215 million, $(1.09) bil-
lion, $(192) million, $(74) million and $1.27 billion. See also Management’s Discussion and Analysis of Financial Condition and Results of
Operations — “Restatement of Previously Issued Financial Statements — Other GAAP Corrections — Accounting for Derivatives (FAS 133 Hedge
Accounting).”

(c) Includes fourth quarter 2004 charge of $850 million attributable to change in estimate for asbestos and environmental reserves.

(d) Includes catastrophbe losses of $1.16 billion in 2004, net loss reserve charge of $2.1 billion in 2002 and World Trade Center losses of $900 million in
2001.

(e) Per share amounts for all periods presented reflect the adoption of Statement of Financial Accounting Standards No. 128, “Earnings per Share.”

(f) Assumes conversion of contingently convertible bonds due to the adoption of EITF Issue No. 04-8 “Accounting Issues Related to Certain Features of
Contingently Convertible Debt and the Effect on Diluted Earnings per Share.”

(g) Cash dividends have not been restated to reflect dividends paid by AGC which was acquired by AIG on August 29, 2001.

(h) Including that portion of long-term debt maturing in less than one year. See also Note 9 of Notes to Financial Statements.

(i) Includes $2.1 billion, $2.2 billion and $1.4 billion for the years ended 2002, 2001 and 2000, respectively, of other liabilities connected to the
consolidation of the Muni Tender Option Bond Program trusts. See also Management’s Discussion and Analysis of Financial Condition and Results
of Operations — “Restatement of Previously Issued Financial Statements”.

20 : FORM 10-K




American International Group, Inc. and Subsidiaries

The following tables present the effect of the adjustments resulting from the restatement and the fourth quarter 2004
changes in estimates on AIG’s previously announced 2004 results and on the Condensed Consolidated Balance Sheets and the
Consolidated Statements of Income as of and for the years ended December 31, 2004, 2003, 2002, 2001 and 2000, including the
percentage increase or decrease. See Management’s Discussion and Analysis of Financial Condition and Results of Opera-
tions — “Restatement of Previously Issued Financial Statements’ and “Fourth Quarter 2004 Changes in Estimates” on pages 31
through 52 for a description of each transaction, accounting entry or entity category resulting in the adjustments and for
analyses of the effect of the adjustments on the principal consolidated balance sheet and statement of income accounts affecred.
See also Note 2 of Notes to Financial Statements.

CONDENSED CONSOLIDATED BALANCE SHEET

December 31, 2004 Previously* Percent
(in millions) Announced  Adjustments As Revised  Change
Assets:
Total investments, financial services assets and cash $635,865 $2973  $638,838 0.5%
Investment income due and accrued 5,970 (382) 5,588 (6.4)
Premiums and insurance balances receivable, net of allowance of $225 17,202 (2,065) 15,137  (12.0)
Reinsurance assets 26,171 (6,213) 19,958  (23.7)
Deferred policy acquisition costs 30,310 (574) 29,736 (1.9)
Other assets 15,062 260 15,322 1.7
All other assets 74,027 54 74,081 0.1
Total assets 804,607 (5,947) 798,660 (0.7)
Liabilities:
Reserve for losses and loss expenses 64,641 (2,270) 62,371 (3.5)
Reserve for unearned premiums 23,072 22 23,094 0.1
Future policy benefits for life and accident and health insurance contracts 105,385 (648) 104,737 (0.6)
Policyholders’ contract deposits 216,477 178 216,655 0.1
Funds held by companies under reinsurance treaties 5,386 (1,982) 3,404  (36.8)
Income taxes payable:
Current 1,883 (1,883) - (100.0)
Deferred 8,255 (1,213) 7,042 (14.7)
Financial services securities sold under agreements to repurchase, at contract value 19,203 2,061 21,264 10.7
Financial services unrealized loss on swaps, options and forward transactions 20,479 (2,347) 18,132  (11.5)
Notes, bonds, loans and mortgages payable 63,557 1,605 65,162 25
Other liabilities 21,101 2,510 23,611 11.9
All other liabilities 172,098 284 172,382 0.2
Total liabilities 721,537 (3,683) 717,854 (0.5)
Preferred shareholders’ equity in subsidiary companies 198 - 199 -
Total shareholders’ equity 82,871 (2,264) 80,607 (2.7)
Total liabilities, preferred shareholders’ equity in subsidiary companies and
shareholders’ equity $ 804,607 $(5,947) $798,660 (0.7)%

*Announced by AIG on February 9, 2005 in its earnings release.
See Management’s Discussion and Analysis of Financial Condition and Results of Operations - “Restatement of Previously Issued Financial Statements”
and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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CONDENSED CONSOLIDATED BALANCE SHEET

December 31, 2003 Previously Percent
(in millions) Reported Adjustments As Restated  Change
Assets:
Total investments, financial services assets and cash $516,438 $3,270 $519,708 0.6%
Investment income due and accrued 4,959 (347) 4,612 (7.0)
Premiums and insurance balances receivable, net of allowance of $235 14,166 (977) 13,189 (6.9)
Reinsurance assets 27,962 (7,014) 20,948 (25.1)
Deferred policy acquisition costs 26,398 (478) 25,920 (1.8)
Other assets 12,820 1,370 14,190 10.7
All other assets 75,603 (17) 75,586 -
Total assets 678,346 (4,193) 674,153 (0.8)
Liabilities:
Reserve for losses and loss expenses 56,118 (3,737) 52,381 (6.7)
Reserve for unearned premiums 20,762 148 20,910 0.7
Future policy benefits for life and accident and health insurance contracts 92,970 (58) 92,912 (0.1)
Policyholders’ contract deposits 171,989 (72) 171,917 -
Funds held by companies under reinsurance treaties 4,664 (1,621) 3,043 (34.8)
Income taxes payable:
Current 1,977 (1,611) 366 (81.5)
Deferred 5,778 (1,145) 4,633 (19.8)
Financial services securities sold under agreements to repurchase, at contract value 14,810 1,003 15,813 6.8
Financial services unrealized loss on swaps, options and forward transactions 15,268 (610) 14,658 4.0)
Notes, bonds, loans and mortgages payable 56,003 1,249 57,252 2.2
Other liabilities 18,282 2,909 21,191 15.9
All other liabilities 148,280 575 148,855 0.4
Total liabilities 606,901 (2,970) 603,931 (0.5)
Preferred shareholders’ equity in subsidiary companies 192 — 192 -
Total shareholders’ equity 71,253 (1,223) 70,030 (1.7)
Total liabilities, preferred shareholders’ equity in subsidiary companies and
shareholders’ equity $678,346 $(4,193) $674,153 (0.6)%

See Management’s Discussion and Analysis of Financial Condition and Results of Operations ~ “Restatement of Previously Issued Financial Statements”
and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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CONDENSED CONSOLIDATED BALANCE SHEET
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December 31, 2002 Previously Percent
(in millions) Reported  Adjustments As Restated Change
Assets:
Total investments, financial services assets and cash $424,761 $3,617  $428,378 0.9%
Investment income due and accrued 4,297 (283) 4,014 (6.6)
Premiums and insurance balances receivable, net of allowance of $153 13,088 (1,230) 11,858 (9.4)
Reinsurance assets 29,882 (6,831) 23,051 (22.9)
Deferred policy acquisition costs 22,256 (411) 21,845 (1.8
Other assets 7,661 5,035 12,696 65.7
All other assets 59,284 430 59,714 0.7
Total assets 561,229 327 561,556 0.1
Liabilities:
Reserve for losses and loss expenses 51,539 (4,444) 47,095 (8.8)
Reserve for unearned premiums 16,336 (37) 16,299 (0.2)
Future policy benefits for life and accident and health insurance contracts 72,547 (263) 72,284 (0.4
Policyholders’ contract deposits 142,160 (49) 142,111 -
Funds held by companies under reinsurance treaties 3,425 (1,214) 2,211 (35.4)
Income taxes payable:
Current 793 (793) - (100.0)
Deferred 4,289 (383) 3,906 (8.9)
Financial services securities sold under agreements to repurchase, at contract value 9,162 197 9,359 2.2
Financial services unrealized loss on swaps, options and forward transactions 11,265 393 11,658 3.5
Notes, bonds, loans and mortgages payable 47,923 200 48,123 0.4
Other liabilities 12,189 6,689 18,878 54.9
All other liabilities 128,345 329 128,674 0.3
Total liabilities 499,973 625 500,598 0.1
Preferred shareholders’ equity in subsidiary companies 2,153 — 2,153 -
Total shareholders’ equity 59,103 (298) 58,805 (0.5)
Total liabilities, preferred shareholders’ equity in subsidiary companies and
shareholders’ equity $561,229 $ 327 $561,556 0.1%

See Management’s Discussion and Analysis of Financial Condition and Results of Operations - “Restatement of Previously Issued Financial Statements™
and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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CONDENSED CONSOLIDATED BALANCE SHEET

December 31, 2001 Previously Percent
(in millions) Reported  Adjustments As Restated Change
Assets:
Total investments, financial services assets and cash $358,622 $1,861 $360,483 0.5%
Investment income due and accrued ' 3,681 (159) 3,622 (4.3)
Premiums and insurance balances receivable, net of allowance of $127 12,412 (1,416) 10,986  (11.4)
Reinsurance assets 27,199 (6,381) 20,818 (23.5)
Deferred policy acquisition costs 19,357 (327) 19,030 (1.7)
Other assets 8,000 4,965 12,965 62.1
All other assets 63,790 843 64,633 1.3
Total assets 493,061 (614) 492,447 (0.1)
Liabilities:
Reserve for losses and loss expenses 44,792 (3,154) 41,638 (7.0
Reserve for unearned premiums 13,148 (211) 12,937 (1.6)
Future policy benefits for life and accident and health insurance contracts 64,998 (145) 64,853 (0.2)
Policyholders’ contract deposits 119,402 (22) 119,380 -
Funds held by companies under reinsurance treaties 2,685 (1,103) 1,582  (41.)
Income taxes payable:
Current 405 (405) - (100.0)
Deferred 2,881 (706) 2,175 (24.5)
Financial services securities sold under agreements to repurchase, at contract value 11,818 (340) 11,478 (2.9)
Financial services unrealized loss on swaps, options and forward transactions 8,813 1,566 10,379 17.8
Notes, bonds, loans and mortgages payable 37,447 (614) 36,833 (1.6)
Other liabilities 10,807 5,936 16,743 54.9
Ali other liabilities 121,513 206 121,719 0.2
Total liabilities 438,709 1,008 439,717 0.2
Preferred shareholders’ equity in subsidiary companies 2,202 - 2,202 -
Total shareholders’ equity 52,150 (1,622) 50,528 (3.1)
Total liabilities, preferred shareholders’ equity in subsidiary companies and
shareholders’ equity $493,061 $ (614) $492,447 (0.1)%

See Management’s Discussion and Analysis of Financial Condition and Results of Operations — “Restatement of Previously Issued Financial Statements”
and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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CONDENSED CONSOLIDATED BALANCE SHEET

December 31, 2000 Previously Percent
(in millions) Reported Adjustments As Restated Change
Assets:
Total investments, financial services assets and cash $299,809 $ 876 $300,685 0.3%
Investment income due and accrued 3,522 (109) 3,413 (3.1
Premiums and insurance balances receivable, net of allowance of $88 11,215 (2,600) 8,615 (23.2)
Reinsurance assets 23,386 (5,807) 17,579  (24.8)
Deferred policy acquisition costs 16,647 (103) 16,544 (0.6)
Other assets 9,806 4175 13,981 42.6
All other assets 62,286 748 63,034 1.2
Total assets 426,671 {2,820) 423 851 (0.7)
Liabilities:
Reserve for losses and loss expenses 40,613 (2,502) 38,111 (6.2)
Reserve for unearned premiums 12,510 473) 12,037 (3.8)
Future policy benefits for life and accident and health insurance contracts 51,532 (127) 51,405 (0.2)
Policyholders’ contract deposits 99,327 ~ 99,327 -
Funds held by companies under reinsurance treaties 1,435 (1,040) 395 (72.5)
income taxes payable:
Current 189 (189) - (100.0)
Deferred 3,032 (523) 2,509 (17.2)
Financial services securities sold under agreements to repurchase, at contract value 11,308 (216) 11,092 (1.9)
Financial services unrealized loss on swaps, options and forward transactions 8,581 333 8,914 3.9
Notes, bonds, loans and mortgages payable 27,681 (700) 26,981 (2.5)
Other liabilities 8,645 4,128 12,773 47.8
All other liabilities 110,965 (96) 110,869 (0.1)
Total liabilities 375,818 (1,405) 374,413 (0.4)
Preferred shareholders’ equity in subsidiary companies 3,414 — 3,414 -
Total shareholders’ equity 47,439 (1,415) 46,024 (3.0)
Total liabilities, preferred shareholders’ equity in subsidiary companies and
shareholders’ equity $426,671 $(2,820) $423,851 (0.7)%

See Management’s Discussion and Analysis of Financial Condition and Results of Operations - “Restatement of Previously Issued Financial Statements”
and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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CONSOLIDATED STATEMENT OF INCOME

Year Ended December 31, 2004

Previously As Percent

(in miltions, except per share amounts) Announced” Adjustments Revised Change
Revenues:
Premiums and other considerations $67,852 $(1,259) $66,593 (1.9)%
Net investment income 19,127 (693) 18,434 (3.6)
Realized capital gains (losses) (92) 68 (24) -
Other revenues 11,728 1,256 12,984 10.7%
Total revenues 98,615 (628) 97,987 (0.6)
Benefits and expenses:
Incurred policy losses and benefits 57,697 616 58,313 1.1
Insurance acquisition and other operating expenses 23,668 1,056 24,724 4.5
Total benefits and expenses 81,365 1,672 83,037 2.1
Income before income taxes, minority interest and cumulative effect of accounting
changes 17,250 (2,300) 14,950 (13.3)
Income Taxes:
Current 3,575 (899) 2,676 (25.1)
Deferred 1,898 46 1,944 2.4
5,473 (853) 4,620 (15.8)
Income before minority interest and cumulative effect of accounting changes 11,777 (1,447) 10,330 (12.3)
Minority interest (548) 93 (455) -
Income before cumulative effect of accounting changes 11,229 (1,354) 9,875 (12.1)
Cumulative effect of accounting changes, net of tax (181) 37 (144) -
Net Income $11,048 $(1,317) $ 9,731 (11.9%
Earnings per common share:
Basic
Income before cumulative effect of accounting changes $ 4.31 $ (0.52) $ 379 (12.1)%
Cumulative effect of accounting changes, net of tax (0.07) 0.01 (0.06) -
Net Income 4.24 (0.51) 3.73 (12.0)
Diluted
income before cumulative effect of accounting changes $ 426 $ (0.51) $ 375 (12.0)%
Cumulative effect of accounting changes, net of tax (0.07) 0.01 (0.06) -
Net Income 4.19 (0.50) 3.69 (11.9)
Average shares outstanding:
Basic 2,606 2,606
Diluted 2,637 2,637

* Announced by AIG on February 9, 20085 in its earnings release.

See Management’s Discussion and Analysis of Financial Condition and Results of Operations — “Restatement of Previously Issued Financial Statements®
and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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CONSOLIDATED STATEMENT OF INCOME (continued)

Years Ended December 31,

American International Group, Inc. and Subsidiaries

2003 2002
Previously As Percent Previously As Percent
(in millions, except per share amounts) Reported  Adjustments Restated Change Reported Adjustments Restated Change
Revenues:
Premiums and other considerations $55,226 $ (346) $54,880 (0.6)% $45,135 $ (876) $44,259 (1.9)%
Net investment income 16,596 (1,128) 15,468 (6.8) 14,714 (993) 13,721 (6.7)
Realized capital gains (losses) (1,433) 813 (620) - (2,441) 1,143 (1,298) -
Other revenues 10,914 (1,196) 9,718 (11.0) 10,074 (296) 9,778 (2.9)
Total revenues 81,303 (1,857) 79,446 (2.3) 67,482 (1,022) 66,460 (1.5)
Benefits and expenses:
Incurred policy losses and benefits 46,390 (245) 46,145 (0.5) 41,402 (1,415) 39,987 (3.4)
Insurance acquisition and other
operating expenses 21,005 641 21,646 3.1 17,938 553 18,491 3.1
Total benefits and expenses 67,395 396 67,791 0.6 59,340 (862) 58,478 (1.5)
Income before income taxes, minority
interest and cumulative effect of
accounting changes 13,908 (2,253) 11,655 (16.2) 8,142 (160) 7,982 (2.0)
Income Taxes:
Current 3,407 (621) 2,786 (18.2) 1,972 (290) 1,682 (14.7)
Deferred 857 (240) 617 (28.0) 356 (82) 274 (23.0)
4,264 (861) 3,403 (20.2) 2,328 (372) 1,956 (16.0)
Income before minority interest and
cumulative effect of accounting changes 9,644 (1,392) 8,252 (14.4) 5,814 212 6,026 3.6
Minority interest (379) 127 (252) - (295) 135 (160) -
Income before cumulative effect of
accounting changes 9,265 (1,265) 8,000 (13.7) 5,519 347 5,866 6.3
Cumulative effect of accounting changes,
net of tax 9 — 9 - - - - -
Net Income $ 9274 §$(1,265) § 8,009 (136)% $ 5519 $ 347 §$ 5866 6.3%
Earnings per common share:
Basic
Income before cumulative effect of
accounting changes $ 355 $ (048 $ 3.07 (135)% $ 211 §$§ 014 $ 225 6.6%
Cumulative effect of accounting
changes, net of tax - - - - - - - -
Net Income 3.55 (0.48) 3.07 (13.5) 2.1 0.14 2.25 6.6
Diluted
Income before cumulative effect of
accounting changes $ 352 $ (048) $§ 3.04 (136)% $ 209 §$ 013 §$ 222 6.2%
Cumulative effect of accounting
changes, net of tax - - - - - - - ~
Net Income 3.52 (0.48) 3.04 {13.6) 2.09 0.13 2.22 6.2
Average shares outstanding:
Basic 2,610 2,610 2,612 2,612
Diluted 2,637 2,637 2,643 2,643

See Management’s Discussion and Analysis of Financial Condition and Results of Operations — “Restatement of Previously Issued Financial Statements”

and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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CONSOLIDATED STATEMENT OF INCOME (continued)

Years Ended December 31,

2001 2000
Previously As Percent Previously As Percent
(in millions, except per share amounts) Reported  Adjustments Restated Change Reported  Adjustments Restated Change
Revenues:
Premiums and other considerations $39,194 $ (662) $38,532 (1.7)% $35,298 $(1,271)  $34,027 (3.6)%
Net investment income 13,698 (683) 13,015 (5.0 12,831 (108) 12,723 (0.8)
Realized capital gains (losses) (836) (83) (919) - (314) 75 (239) -
Other revenues 9,710 (168) 9,542 (1.7) 8,523 1,817 10,340 21.3
Total revenues 61,766 (1,596) 60,170 (2.6) 56,338 513 56,851 0.9
Benefits and expenses:
Incurred policy losses and benefits 34,864 (615) 34,249 (1.8) 30,776 (167) 30,609 (0.5)
Insurance acquisition and other
operating expenses 16,746 1,244 17,990 7.4 15,224 1,528 16,752 10.0
Acquisition restructuring and refated
charges 2,017 - 2,017 - 315 - 315 -
Total benefits and expenses 53,627 629 54,256 1.2 46,315 1,361 47,676 29
Income before income taxes, minority
interest and cumulative effect of
accounting changes 8,139 (2,225) 5,914 (27.3) 10,023 (848) 9,175 (8.5)
Income Taxes:
Current 1,919 (379) 1,540 (19.7) 1,697 (168) 1,529 (9.9)
Deferred 420 (455) (35) (108.3) 1,274 36 1,310 2.8
2,339 (834) 1,505 (35.7) 2,971 (132) 2,839 (4.4)
Income before minority interest and
cumulative effect of accounting changes 5,800 (1,391) 4,409 (24.0) 7,052 (716) 6,336 (10.2)
Minority interest (301) 200 (101) — (413) 218 (195) -
Income before cumulative effect of
accounting changes 5,499 (1,191) 4,308 (21.7) 6,639 (498) 6,141 (7.9)
Cumulative effect of accounting changes,
net of tax (136) ~ (136) - - - - -
Net Income $ 5,363 $(1,191) $ 4172 (22.2)% $ 6,639 $ (498) $ 6,141 (7.5)%
Earnings per common share:
Basic
Income before cumulative effect of
accounting changes $ 210 $ (046) $ 164 (21.99% $ 255 $ (019) $ 2.36 (7.5)%
Cumulative effect of accounting
changes, net of tax (0.05) - (0.05) - - - - -
Net Income 2.05 (0.46) 1.59 (22.4) 2.55 (0.19) 2.36 (7.5)
Diluted
Income before cumulative effect of
accounting changes $ 207 $ (045) $ 1.62 @C1.7)% $ 252 $ (0.19) $ 233 (7.5)%
Cumulative effect of accounting
changes, net of tax (0.05) - (0.05) - - - - -
Net Income 2.02 (0.45) 1.57 (22.3) 2.52 (0.19) 2.33 (7.5)
Average shares outstanding:
Basic 2,621 2,621 2,607 2,607
Diluted 2,659 2,659 2,638 2,638

See Management’s Discussion and Analysis of Financial Condition and Results of Operations — “Restatement of Previously Issued Financial Statements”
and “Fourth Quarter 2004 Changes in Estimates.” See also Note 2 of Notes to Financial Statements.
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ITEM 7. Management’s Discussion and Analysis
of Financial Condition and Results of
Operations

Throughour this Management’s Discussion and Analysis of

Financial Condition and Results of Operations, AIG presents

its operations in the way it believes will be most meaningful.

Gross premiums written, statutory underwriting profit

American International Group, Inc. and Subsidiaries

accounting principles prescribed by insurance regulatory au-
thorities because these are standard measures of performance
used in the insurance industry and thus allow more meaning-
ful comparisons with AIG’s insurance competitors. AIG has
also incorporated into this discussion a number of cross-refer-
ences to additional information included throughout this
Form 10-K to assist readers seeking related information on a

(loss) and combined ratios are presented in accordance with ~ particular subject.

INDEX TO FINANCIAL INFORMATION

MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financial Condition and Results of Operations is designed to provide the reader a narrative
with respect to AlG’s operations, financial condition and liquidity and certain other significant matters.

INDEX
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FOURTH QUARTER 2004 CHANGES IN Asset Management Results 83
ESTIMATES 41 Other Operations 84
OVERVIEW OF OPERATIONS AND BUSINESS CAPITAL RESOURCES 84
RESULTS 51 Borrowings 84

Consolidated Results 52 Contractual Obligations and Other Commercial
CRITICAL ACCOUNTING ESTIMATES 55 Commitments 88
OPERATING REVIEW 55 Sharebolders’ Equity 89
General Insurance Operations 55 Stock Purchase 89
General Insurance Results 57 Dividends from Insurance Subsidiaries 89
Reinsurance 58 Regulation and Supervision 90
Reserve for Losses and Loss Expenses 60 LIQUIDITY 90

Asbestos and Environmental Reserves 65  SPECIAL PURPOSE VEHICLES AND OFF

Life Insurance ¢& Retirement Services Operations 70 BALANCE SHEET ARRANGEMENTS 91
Life Insurance & Retirement Services Results 71  DERIVATIVES 92
Underwriting and Investment Risk 72 MANAGING MARKET RISK 93
Insurance and Asset Management Invested Assets 74 Insurance 93
Credit Quality 75 Financial Services 94
Valuation of Invested Assets 75  RECENT ACCOUNTING STANDARDS 95

" Cautionary Statement Regarding Forw

This Annual Report and other publicly available documents may include, and AIG’s officers and representatives may from time to
time make, statements which may constitute “forward-looking statements” within the meaning of the Private Securities Litigation
Reform Act of 1993. These statements are not historical facts but instead represent only AIG’s belief regarding future events, many
of which, by their nature, are inherently uncertain and outside AIG’s control. These statements may address, among other things,
the status and potential future outcome of the current regulatory and civil proceedings against AIG and their potential effect on
AIG’s businesses, financial position, results of operations, cash flows and liquidity, the effect of the credit rating downgrades on
AIG’s businesses and competitive position, the effect of the severing of ties between AIG and Starr and SICO, AIG’s strategy for
growth, product development, market position, financial results and reserves. It is possible that AIG’s actual results and financial
condition may differ, possibly materially, from the anticipated results and financial condition indicated in these forward-looking
statements. Important factors that could cause AIG’s actual results to differ, possibly materially, from those in the specific forward-
looking statements are discussed under “Certain Factors Affecting AIG’s Business” in Item 1 of Part I and throughout this
Management’s Discussion and Analysis of Financial Condition and Results of Operations. AIG is not under any obligation {and
expressly disclaims any such obligations) to update or alter any forward-looking statement, whether written or oral, that may be
made from time to time, whether as a result of new information, future events or otherwise.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

Restatement of ];’;teviol,ls1

Subpoenas. In February 2005, AIG received subpoenas
from the Office of the Attorney General for the State of New
York (NYAG) and the Securities and Exchange Commission
(SEC) relating to investigations into the use of non-traditional
insurance products and certain assumed reinsurance transac-
tions and AIG’s accounting for such transactions. The United
States Department of Justice and various state regulators are
also investigating related issues. During these investigations,
in March 2005, AIG’s then Chairman and Chief Executive
Officer retired. In addition, AIG’s then Chief Financial Officer
was terminated for failure to cooperate in the investigations.
Subsequently, certain other AIG executives, including its former
comptroller, were terminated for similar reasons. On May 26,
2005, the NYAG and the New York Superintendent of Insurance
filed a civil complaint against AIG relating to these investiga-
tions. For more information on these investigations, see Item 3.
Legal Proceedings.

Internal Review. In connection with the preparation of
AIG’s consolidated financial statements included in this An-
nual Report on Form 10-K, AIG’s current management initi-
ated an internal review of AIG’s books and records, which
was substantially expanded in mid-March. The internal re-
view, conducted under the direction of current senior manage-
ment with the oversight of the Audit Committee of the Board
of Directors, spanned AIG’s major business units globally,
and included a review of information and a number of trans-
actions from 2000 to the present. In certain cases, items in
periods prior to 2000 were examined due to the nature of the
transactions under review. The business units subject to re-
view were Domestic General Insurance, Foreign General In-
surance, Reinsurance, Financial Services, Domestic and
Foreign Life Insurance & Retirement Services and Asset Man-
agement. The internal review encompassed AIG’s books and
records, thousands of files and e-mails and interviews with
current and former employees and members of management.
Management believes that the scope and process of its internal
review was sufficient to identify issues of a material nature
that could affect AIG’s financial statements.

AIG’s internal review was complemented by investiga-
tions by outside counsel for AIG and for the Audit Committee
of the Board of Directors. PricewaterhouseCoopers LLP, an
independent registered public accounting firm (PwC or inde-
pendent auditors), was consulted on the scope of the internal
review for certain matters and reviewed the results of the
internal review.

As a result of the findings of the internal review, together
with the results of investigations conducted by outside counsel
at the request of AIG’s Audit Committee and in consultation
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with AIG’s independent auditors, AIG has concluded that the
accounting for certain transactions and certain relationships
needs to be restated or adjusted.

Restatement. AIG has restated its financial statements for
the years ended December 31, 2003, 2002, 2001 and 2000,
the quarters ended March 31, June 30 and September 30,
2004 and 2003 and the quarter ended December 31, 2003.
AIG’s previously issued financial statements for these and
prior periods should no longer be relied upon. See Selected
Financial Data and Note 2 of Notes to Financial Statements
for a reconciliation of previously reported amounts to the
restated amounts.

As part of its internal review, AIG evaluated the financial
reporting consolidation process and the resulting financial state-
ments as well as the appropriateness of AIG’s prior accounting
and reporting decisions. Based on this evaluation, the restate-
ment includes corrections of errors in current or prior accounting
periods for improper or inappropriate transactions or entries
identified by the review. In many cases these transactions or
entries appear to have had the purpose of achieving an account-
ing result that would enhance measures believed to be important
to the financial community and may have involved documenta-
tion that did not accurately reflect the true nature of the arrange-
ments. In certain instances, these transactions or entries may also
have involved misrepresentations to members of management,
regulators and AIG’s independent auditors. The restatement in-
cludes adjustments, some of which had been previously identified
but considered not to be sufficiently material to require correc-
tion. In addition, AIG has determined that certain accounts
should be adjusted for the year ended December 31, 2004 to
reflect changes in estimates made in the fourth quarter of 2004.
The aggregate effect of these changes in estimates resulted in an
after tax charge of approximately $1.19 billion. See “Fourth
Quarter 2004 Changes in Estimates” herein and Note 1(cc) of
Notes to Financial Statements.

Details of Accounting Adjustments included in the Re-
statement. The accounting adjustments relate primarily to the
categories described below. Many of the adjustments that do
not affect previously reported net income or consolidated
shareholders’ equity do, however, change both the consolidated
and business segment reporting of premiums, underwriting re-
sults, net investment income, realized capital gains and losses
and operating income, as well as other items. Adjustments that
affect reported net income and consolidated shareholders’
equity relate to both the timing and recognition of revenues and
expenses and affect the comparison of period-to-period results.
Following the description of each transaction, accounting entry
or entity category is a summary of the principal consolidated




American International Group, Inc. and Subsidiaries

statement of income and balance sheet accounts affected by the
adjustments relating to that category.

cant losses or gains to Union Excess so that substantially all
of the risks and rewards of the underlying reinsurance in-

* Risk Transfer. To recognize the cash flows under an insur-
ance contract as premium and losses, GAAP requires the
transfer of risk. If risk transfer requirements are not met, an
insurance contract is accounted for as a deposit, resulting in
the recognition of cash flows under the contract as deposit
assets or liabilities and not as revenues or expense. AIG has
concluded, based upon its internal review, that there was
insufficient risk transfer to qualify for insurance accounting
for certain transactions where AIG subsidiaries either wrote
direct insurance or assumed or ceded reinsurance. These
transactions are now recorded using deposit accounting.
The changes resulting from the change to deposit account-
ing affect both the consolidated balance sheet and statement
of income. Detailed discussions of the principal accounts
affected are provided below for each of the categories
included.

— Union Excess: AIG has concluded, based on documents and
information identified during the course of the internal re-
view, that reinsurance ceded to Union Excess Reinsurance
Company, Ltd., a Barbados-domiciled reinsurer (Union Ex-
cess), did not result in risk transfer because of AIG’s control
over certain transactions undertaken directly or indirectly
with Union Excess, including the timing and nature of cer-
tain commutations. Eliminating the cessions reduces rein-
surance assets, effectively eliminates the inherent discount
related to the loss reserves ceded under the contracts, and
increases net premiums and losses. It should be noted that
any income earned on the deposit assets in future periods
would increase net investment income in those periods.

In addition, as a result of certain facts and circumstances
related to the formation of Union Excess, as well as certain
relationships  with Starr International Company, Inc.
(SICO), Union Excess is now included in AIG’s consoli-
dated financial statements. The facts and circumstances sur-
rounding SICO’s involvement with Union Excess were not
properly reflected in AlG’s books and records, were not
known to all relevant AIG financial reporting personnel
and, AIG now believes, were not known to AIG’s indepen-
dent auditors. For example, a significant portion of the
ownership interests of Union Excess shareholders are pro-
tected against loss under financial arrangements with SICQO.
Additionally, from its formation in 1991, Union Excess has
reinsured risks emanating primarily or solely from AIG sub-
sidiaries, both directly and indirectly. Further, it appears
that the employees responsible for the reinsurance related to
Union Excess managed that relationship to prevent signifi-

ured to AIG. This relationship allowed AIG to absorb sub-
stantially all the economic returns, which in turn caused
Union Excess to be deemed a variable interest entity (VIE).
The effect of the adjustments and restatement relating to
Union Excess on certain of AIG’s consolidated statement of
income and balance sheet accounts is as follows:

Increase (Decrease) For Years Ended and at December 31,
(in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:
Premiums and other

considerations
Net investment

income 259 304 233 179 140
Realized capital gains

{losses) (48) a7 105 39 61
Incurred policy losses

and benefits 671 433 683 638 955
Insurance acquisition

and other operating

expenses 48 48 52 111 63
Net income (78) 160 180 127 (368)

$ 386 & 439 § 673 § 726 $ 251

Consolidated Balance

Sheet:

Premiums and
insurance balances
receivable, net of

allowance 2,417 1923 1,477 956 119
Reinsurance assets (5,511) (5,815) (5.856) (5,382) (4,763)
Other assets 1,607 2549 2,760 2561 2,327
Total shareholders’

equity (951)  (873) (1,033) (1,213) (1,340)

Gen Re: In December 2000 and March 2001, an AIG sub-
sidiary entered into an assumed reinsurance transaction
with a subsidiary of General Re Corporation (Gen Re) in-
volving two tranches of $250 million each. In connection
with each tranche, consolidated net premiums written and
consolidated incurred policy losses and benefits increased
by $250 million in the fourth quarter of 2000 (with respect
to the first tranche) and the first quarter of 2001 (with
respect to the second tranche). The first tranche of the trans-
action was commuted in November 2004, reducing premi-
ums and reserves for losses and loss expenses by
approximately $250 million in the fourth quarter 2004,
AIG has concluded that the transaction was done to accom-
plish a desired accounting result and did not entail sufficient
qualifying risk transfer. As a result, AIG has determined
that the transaction should not have been recorded as insur-
ance. AIG’s restated financial statements recharacterize the
transaction as a deposit rather than as insurance. This ad-
justment also includes the effects of a related commutation
in 2001. Such recharacterization had virtually no effect on
net income or consolidated shareholders’ equity but had the
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS rconsinued)

following effects on certain of AIG’s consolidated statement
of income and balance sheet accounts:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement
of Income:
Premiums and other
considerations
Incurred policy losses and
benefits
Consolidated
Balance Sheet:
Reserve for losses and loss
expenses
Qther liabilities

$245 8§ - & - $(258) $(250)

250 - — (258) (250)

(250)
250

(500) (500)
500 500

(500)
500

(250)
250

— Other Risk Transfer: AIG has concluded that Richmond In-
surance Company, Ltd., a Bermuda-based reinsurance hold-
ing company (Richmond) in which AIG currently holds a
19.9 percent ownership interest, should be treated as a con-
solidated entity in AIG’s financial statements due to AIG’s
ability to exert control over that entity. Such determination
was based, in part, on arrangements and documents, includ-
ing put agreements requiring an AIG subsidiary to purchase
the Richmond shares, that appear not to have been previ-
ously disclosed to appropriate AIG financial personnel or
AIG’s independent auditors. Although AIG currently owns
only a minority ownership interest in Richmond, a review of
the operations of Richmond and its subsidiaries has shown
significant previously undisclosed evidence of AIG control
causing Richmond to be deemed a VIE. The consolidation of
Richmond had virtually no effect on net income or consoli-
dated shareholders’ equity. AIG has received notice of exer-
cise of a put with respect to 49.9 percent of the Richmond
shares and expects to acquire the shares by June 30, 2005.
As a result of its internal review of AIG Re, AIG Risk Fi-
nance and AIG Risk Management and certain transactions,
AIG determined that adjustments were required because
certain transactions lacked sufficient risk transfer to qualify
for insurance accounting under GAAP.

The effect of the adjustments and restatement for Rich-
mond, AIG Re, AIG Risk Finance, AIG Risk Management
and certain other transactions on certain of AIG’s consoli-

32 : FORM 10-K

dated statement of income and balance sheet accounts is as
follows:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated

Statement

of Income:

Premiums and
other
considerations

Incurred policy
losses and
benefits

Insurance
acquisition and
other operating
expenses

Net income

$ (287)$ 33 $ (856)$ (924) % (815)

(159) 53 (862) (561)  (739)

(242)  (65)
(66) 4)

Consolidated
Balance Sheet:
Premiums and

insurance
balances
receivable, net
of allowance
Reinsurance
assets
Other assets
Reserve for losses
and loss
expenses
Reserve for
unearned
premiums 82
Funds held by
companies
under
reinsurance
treaties
Other liabilities
Total shareholders
equity

(362) (389) (537) (752)  (932)

(529)
947

(1,185)
1,126

(912)
634

(937)
807

(1,032)
989

(1,154) (1,609) (1,609) (995) (748)

112 (31) (131)  (347)

(740)
1,910

(1,019)
2,114

(1,021)
1,850

(1,103)
1,392

(1,040)
1,120

'

fn Y (52 (73 )

* Loss Reserves: Estimation of ultimate net losses and loss
expenses is a complex process requiring the use of assump-
tions which may be highly uncertain at the time of estima-
tion. As a result of its internal review, AIG has determined
that the IBNR included in the General Insurance reserve for
losses and loss expenses was adjusted on a regular basis with-
out appropriate support for the changes requested to be
made. Although AIG does not believe that any change mate-
rially affected the integrity of AIG’s loss reserve position be-
cause in each instance IBNR as adjusted was determined to
be within an appropriate tolerance of the applicable actuarial
point estimate, AIG has determined that the unsupported
decreases in reserves generated independently from the actu-
arial process constituted errors which should be corrected




and has restated the amounts of carried reserves accordingly.
As a result, the fourth quarter 2002 charge relating to the
increase in the General Insurance reserve for losses and loss
expenses, previously reported as $2.8 billion, has been re-
stated to $2.1 billion to reduce the original charge by the
cumulative effect of the correction of the unsupported adjust-
ments to reserves through that date {approximately
$700 million). Therefore, the charge to pretax earnings is
approximately $700 million less than previously reported,
reflecting the removal of the unsupported adjustments to
reserves in periods prior to and including the fourth quarter
of 2002. The effect of the adjustments and restatement of the
loss reserves on certain of AIG’s consolidated statement of
income and balance sheet accounts is set forth as follows:

Increase (Decrease) For Years Ended and at December 31,

{in millions) 2004 2003 2002 2001 2000

Consolidated Statement
of income:
Incurred policy losses and
benefits
Net income

$302 $342 $(351) $ 137 $223
(196) (222) 228  (89) (145)

Consolidated
Balance Sheet:
Reserve for losses and loss
expenses
Total sharehoiders’ equity

880
(572)

578
(375)

236
(153)

587
(381)

450
(292)

o Net Investment Income. As a result of the internal review,
AIG determined that the accounting for certain transactions
had the effect of improperly converting capital gains into
net investment income and was not consistent with GAAP.
The most significant of these transactions are:

- Covered Calls: From 2001 through 2003, certain AIG sub-
sidiaries entered into a series of transactions with third par-
ties whereby these subsidiaries sold in-the-money calls,
principally on municipal bonds in their investment portfo-
lios that had unrealized appreciation associated with them.
Upon exercise of a call, the related bonds were delivered to
the purchaser of the call and subsequently reacquired by the
subsidiaries pursuant to contingent forward agreements
which permitted the AIG subsidiaries to repurchase the
bonds at the prevailing market value. In connection with
selling the calls, the AIG subsidiaries also entered into inter-
est rate swaps to protect them against the effects of changes
in value of the applicable bonds as a result of movements in
interest rates during the transaction period. These transac-
tions were accounted for as sales and subsequent purchases
and appear to have been initiated to increase net investment
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income. AIG has determined that, because AIG was able to
cause the bonds to be returned from the third parties even
after the third parties exercised the call options, AIG did not
cede control over the bonds and therefore the transactions
should not have been accounted for as sales and subsequent
purchases but rather as financings. The adjustments re-
quired to correct this error reduce previously reported
amounts of net investment income and correspondingly in-
crease realized capital gains from these transactions over
the three-year period. The adjustments and restatement had
no net effect on consolidated shareholders’ equity for any
period and the following effects on certain of AIG’s consoli-
dated statement of income accounts:

Increase {Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement
of Income:
Net investment income $35 $(179) $(7) $(146) $-
Realized capital gains (losses) 57 118 61 55 -
Net income 59 (40) 35 59) -

— Synthetic Fuel Investment: AIG subsidiaries invest in certain
limited liability companies that invest in synthetic fuel pro-
duction facilities as a means of generating income tax cred-
its. As a result of a misapplication of GAAP, AIG recorded
net investment income or, in some cases, other revenues, on
a pretax basis rather than reflecting the tax credit as a re-
duction of income tax expense, thereby increasing net in-
vestment income for AIG’s life insurance and retirement
services segment and other revenues for the financial ser-
vices segment. Certain of these entries were previously iden-
tified but not corrected as the amounts were viewed as not
sufficiently material to require correction. In the fourth
quarter of 2004, AIG changed its accounting to present
these tax credits as a component of income taxes. AIG has
now determined that it is necessary to record these adjust-
ments for the periods prior to the fourth guarter of 2004.
These adjustments had no effect on consolidated net income
or shareholders’ equity but had the following effects on

certain of AIG’s consolidated statement of income
accounts:

Increase {Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement
of Income:
Net investment income
Other revenues
Income taxes

$(203) $(238) $(259) $ (31) $ -
(143) (200) (165) (212) (79)
(346) (438) (424) (243) (79)

FORM 10-K: 33




MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

- Hedge Fund Accounting: AIG subsidiaries invest in a vari-
ety of alternative asset classes, including hedge fund limited
partnerships, that are accounted for as available for sale
securities. As part of the underlying partnership agree-
ments, such AIG subsidiaries have the right to redeem their
interests at defined times. A redemption allows AIG to re-
cord net investment income to the extent there are gains in
the underlying funds at the time. However, as a result of its
internal review, AIG has determined that, in certain cases,
the redemption resulted in inappropriate gain recognition
because the proceeds were required to be immediately rein-
vested in the funds. In addition, the cost bases of certain
funds were misallocated in determining gains. The restated
consolidated financial statements correct these errors. These
corrections had virtually no effect on consolidated share-
holders’ equity but had the following effects on certain of
AIG’s consolidated statement of income accounts.

Increase (Decrease) For Years Ended and at December 31,

{in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:

Net investment income $11 $29 $159 $(177) $(101)
Other revenues 9 - 26 (27) (87)
Net income 2 19 120 (133) (122)

- Muni Tender Option Bond Program: From 2000 through
early 2003, AIG subsidiaries participated in a program in
which they transferred highly rated municipal bonds at
market value to a third-party broker, which in turn trans-
ferred these securities to a trust that the broker had estab-
lished. The trust then issued two sets of beneficial interests.
Half of the beneficial interests were floating interest rate
certificates. The remaining beneficial interests were
verse” floating interest rate certificates. Third parties in-
vested in the floating interest rate certificates, and AIG
subsidiaries invested in the inverse floating interest rate cer-
tificates. AIG did not consolidate the trust into AIG’s bal-
ance sheet.

in-

The AIG subsidiaries, as the holders of the residual interest
inverse floating rate certificates, had the right to unilaterally
liquidate the trust and cause the municipal bonds to be
returned to AIG on short notice. Accordingly, the AIG sub-
sidiaries did not cede control over the bonds. As a result,
AIG now believes that the conclusion not to consolidate
was an error in the application of GAAP. Therefore, AIG
has now consolidated the trusts into its balance sheets at
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December 31, 2002, 2001 and 2000. The consolidations
had no effect on consolidated shareholders’ equity but had
the following effects on certain of AIG’s consolidated state-
ment of income and balance sheet accounts:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000
Consolidated Statement

of Income:

Net investment income $65 $ 60§ 44 $ 11 8 -

Realized capital gains

(losses) 27 (148) 47y (194) 22

Net income 60 (57) (2) (119) 14
Consolidated

Balance Sheet:

Other assets - - 2,075 2,199 1,449

Other liabilities - - 2,075 2,199 1,449

~ DBG/AIG Capital Corporation Intercompany Dividend: In
2002, AIG Capital Corporation issued shares of its pre-
ferred stock to National Union in exchange for shares of
ILFC’s common stock. AIG did not eliminate the preferred
stock investment in consolidation, instead recording the
dividend as income in net investment income and as corre-
sponding expense in other operating expenses. AIG has
now determined that this accounting is a misapplication of
GAAP. Accordingly, AIG has eliminated this intercompany
investment and reversed the accounting entries in its consol-
idated statement of income. The adjustments and restate-
ment had no effect on consolidated net income or
sharcholders’ equity but had the following effects on certain
of AIG’s consolidated statement of income accounts:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000
Consolidated Statement

of Income:

Net investment income $(100) $(100)$ -$ - -

Insurance acquisition and

other operating expenses  (100) (100) - - -

o “Top Level” Adjustments and Other Directed Entries
(other than loss reserves). Certain accounting entries
originated at the parent company level had the effect of
reclassifying realized capital gains to net investment in-
come, as well as adjusting other line item reclassifications
and other segment financial information. In some cases,
expense deferrals were increased or reserves decreased, both
having the effect of increasing reported earnings. In other




cases, the adjustments affected revenue and expense recog-
nition between reporting periods or among business seg-
ments. Certain of these entries were previously identified
but considered not to be sufficiently material to require
correction. As part of its internal review, AIG analyzed and
assessed “top level” adjustments since 2000 and determined
that certain entries appear to have been made at the direc-
tion of certain former members of senior management with-
out appropriate documentation or support.

- Foreign Life Insurance Net Investment Income Reclassifi-
cation: In addition to the matters described above, certain
accounting entries, now determined to be errors, had the
effect of reclassifying capital gains realized from invest-
ments made to match liabilities relating to policies in
Japan and Southeast Asia. Due to the limited availability
of long-duration bonds or bonds with sufficient yield to
meet the policyholder liability requirements in Japan and
Southeast Asia, AIG subsidiaries made alternative invest-
ments, including investments in equities. Until the fourth
quarter of 2003, a portion of the capital gains realized on
these alternative investments, including substantial
amounts related to the sale of fixed income securities, was
reclassified to net investment income in the consolidated
statement of income to match these revenues against the
incurred policy benefit expense of the underlying policies.
Amounts so reflected, which were previously identified
but not corrected as they were viewed as immaterial, are
treated as corrections of errors in the restated financial
statements, and are as follows: $57 million, $448 million,
$278 million, $129 million, and $87 million for 2004,
2003, 2002, 2001 and 2000, respectively.

Beginning in the first quarter of 2004, a process was im-
plemented to identify only certain equity-related gains in
Southeast Asia and a limited amount of fixed income and
equity gains in Japan and to segregate and treat such
realized capital gains separately for segment reporting
purposes only. The new process and limits were applied
retroactively for 2003, 2002, 2001 and 2000 as part of
the restatement.

The restatement reverses all such unsupported “top level”
and other directed entries, including the Foreign Life Insur-
ance Net Investment Income Reclassification, with the fol-
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lowing effect on certain of AIG’s consolidated statement of
income and balance sheet accounts:

Increase (Decrease) For Years Ended and at December 31,
(in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:
Premiums and other

considerations $130 $250 $(199) $(272) $(184)

Net investment income (384) (783) (733) (514) (155)
Realized capital gains

{losses) 108 559 374 223 126
Other revenues 267 89 92 70 80
Incurred policy losses and

benefits §7 195 (337) (417) (97)
Insurance acquisition and

other operating

expenses (229) (115) 47 272 95
Net income 213 26 (112) (241) (112)

Consolidated Balance Sheet:

Premiums and insurance
balances receivabie, net

of allowance (15) (265) (456) (398) (306)
Reserve for losses and

loss expenses - (30) (308) (246) (95)
Other liabilities 252 231 25t 155  (10)

Total shareholders’ equity (206) (401) (454) (342) (105)

Conversion of Underwriting Losses to Capital Losses. This
category includes transactions and entries that had the prin-
cipal effect of improperly recharacterizing underwriting
losses as capital losses. Although these errors have a mini-
mal effect on consolidated shareholders’ equity at Decem-
ber 31, 2004, they have an effect on underwriting results in
each year. This category also includes insurance and rein-
surance transactions where AIG’s accounting resulted in
errors relating to the timing and classification of income
recognition as well as errors relating to the timing of pre-
mium recognition. The most significant transactions in this
category are the following:

Capco: AIG has determined that a series of transactions
with Capco Reinsurance Company, Ltd. (Capco}, a Barba-
dos-domiciled reinsurer, involved an improper structure
created to recharacterize underwriting losses relating to
auto warranty business as capital losses. That structure,
which appears to have not been properly disclosed to ap-
propriate AIG personnel or its independent auditors, con-
sisted primarily of arrangements between subsidiaries of
AIG and Capco that require Capco to be treated as a con-
solidated entity in AIG’s financial statements. The result of
such consolidation is to reverse capital losses for the years
2000 through 2003 and recognize a corresponding amount
of underwriting losses in 2000.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

— The Robert Plan: AIG has restated the accounting for sur-
plus notes purchased as part of a litigation settlement in
2002 with The Robert Plan Corporation {The Robert Plan).
Pursuant to the settlement agreement, the surplus notes
were to be repaid through profits received from a managing
general agency relationship with The Robert Plan. When
AIG deemed that repayment under the surplus notes was
unlikely, AIG recorded the impairment charge as realized
capital losses rather than underwriting losses. AIG now be-
lieves that this accounting treatment was an error and has
restated the impairment charges as underwriting losses.

— AIRCO Reinsurance: In each of 1999 and 2000, AIRCO
entered into stop loss reinsurance agreements with Union
Excess relating to accident and health business of Nan
Shan. Concurrently with each reinsurance agreement,
AIRCO entered into a swap agreement with Union Excess,
under which the payments were linked to payments under
the reinsurance agreement. The transaction had the effect of
converting incurred policy losses into capital losses. AIG
has determined that its prior accounting was a misapplica-
tion of GAAP and has reversed both the cessions under the
reinsurance agreement and the corresponding swaps.

The effect of these adjustments and restatement on certain of
AIG’s consolidated statement of income and balance sheet
accounts is as follows:

Increase (Decrease) For Years Ended and at December 31,
(in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:
Premiums and other

considerations $ -5 - 5438 -% 1
Realized capital gains

(losses) 116 19 48 66 58
Incurred policy losses and

benefits - - 130 - 192
Insurance acquisition and

other operating expenses (6) 2) 1 - -
Net income 79 20 (65) 66 (133)

Consolidated Balance Sheet:
Collateral and guaranteed

loans, net of allowance (116)  (55) - - -
Short-term investments, at

cost - - (100) (120) (120)
Other assets (5) (7) (22) (67) (133)
Total shareholders’ equity (30) (109) (129) (64) (130)
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e Asset Realization. As a result of the internal review, AIG

concluded that adjustments should be made to the value of
certain assets included in its consolidated balance sheet. The
most significant of these items are:

Domestic Brokerage Group (DBG) Issues: A review of al-
lowances for doubtful accounts and other accruals recorded
by certain DBG member companies has led AIG to conclude
that the allowances related to certain premiums receivable,
reinsurance recoverables and other assets were not properly
analyzed in prior periods and that appropriate allowances
were not properly recorded in AIG’s consolidated financial
statements. Certain relevant information was known by
certain members of senior management but, AIG now un-
derstands, not previously disclosed to the independent audi-
tors. In addition, various accounts were not properly
reconciled. AIG’s restated financial statements reflect the
recording of appropriate amounts for these reserves and
allowances for doubtful accounts for the appropriate time
period, resulting in an after-tax reduction in consolidated
shareholders’ equity at December 31, 1999 of $514 million.
Because all of the reporting periods affected by these adjust-
ments were prior to 2000, the restatement results in de-
creases In insurance acquisition and other operating
expenses in 2004, 2003, 2002, 2001 and 2000. The effect
of the adjustments and restatement resulting from DBG is-
sues on certain of AIG’s consolidated statement of income
and balance sheet accounts is as follows:

Increase (Decrease) For Years Ended and at December 31,
(in millions) 2004 2003 2002 2001 2000

Consofidated Statement of

Income:
Insurance acquisition and

other operating

expenses $ (52 8(224)$ (23)% (2% (27)
Net income 34 146 15 13 17

Consolidated Balance Sheet:

Premiums and insurance
balances receivable,

net of allowance (864) (918) (1,142) (1,166) (1,249)
Reserve for losses and

loss expenses (509) (509) (509) (509)  (509)
Reserve for unearned

premiums 81y (81) (81) (81) (107)

Total shareholders’ equity  (290) (324) (470) (484) (497)




— Other Than Temporary Declines: AIG’s investment ac-
counting policies require that an investment that has been
identified as impaired should be written down in the period
in which such impairment is determined, and recorded as a
realized capital loss. AIG has determined that realized capi-
tal losses with respect to certain impaired investments were
not recorded in the appropriate periods, and the restate-
ment will thus affect the timing of previously reported real-
ized capital losses. The adjustments and restatement
resulting from other than temporary declines had only a
minor effect on consolidated shareholders® equity but af-
fected certain of AIG’s consolidated statement of income
accounts as follows:

increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000
Consolidated Statement
of Income:
Realized capital gains (losses) $4 $463 $307 $(209) $(202)
Net income 2 301 200 (136) (132)

» Other GAAP Corrections. As part of its internal review,
AIG has considered the application of certain accounting
principles to specific businesses and transactions, and has
determined that certain misapplications of GAAP are errors
that require restatement of its financial statements. These
adjustments include the following:

- Accounting for Derivatives (FAS 133 Hedge Account-
ing): AIG and its subsidiaries, including AIGFP, engage in
hedging activities for their own accounts, which AIG be-
lieves have been and remain economically effective. AIG
and its subsidiaries enter into derivative contracts princi-
pally to hedge interest rate risk and foreign currency risk
associated with their assets, liabilities and forecasted cash
flows. Such derivative transactions include interest rate
swaps, cross currency swaps and forwards, which are gen-
erally executed through AIGFP. Statement of Financial Ac-
counting Standards No. 133 — “Accounting for Derivative
Instruments and Hedging Activities” (FAS 133) requires
that third-party derivatives used for hedging must be specif-
ically matched with the underlying exposures to an outside
third party and documented contemporaneously to qualify
for hedge accounting treatment. The internal review deter-
mined that in many cases AIG did not meet these hedging
requirements with respect to certain hedging transactions.
See the discussion under ‘“Derivatives” herein.

AIG has historically reported the changes in the fair value of
certain derivatives used for hedging activities through other
comprehensive income in consolidated shareholders’ equity
or in net income with a corresponding adjustment to the
hedged item, depending on the nature of the hedging rela-
tionship. In order to comply with FAS 133, the restated
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consolidated financial statements include the changes in fair
value for certain derivatives, previously recorded through
other comprehensive income, in current period income and
reverse the previous adjustments on certain assets and lia-
bilities recorded in income in connection with hedge ac-
counting. Because these activities did not qualify for hedge
accounting, Statement of Financial Accounting Standards
No. 115 — “Accounting for Certain Investments in Debt
and Equity Securities” requires AIG to recognize the corre-
sponding changes in fair value, including foreign exchange
gains and losses resulting from exchange rate fluctuations,
relating to available-for-sale investments through accumu-
lated other comprehensive income. These restatement ad-
justments with respect to FAS 133 do nort result in any
changes in AIG’s liquidity or its overall financial condition
even though inter-period volatility of earnings increases.

AIG is assessing the cost and benefits of modifying its hedg-
ing activities to obtain hedge accounting under the require-
ments of FAS 133. The adjustments and restatement to
reflect appropriate GAAP accounting for these derivatives,
which also included reclassifications between the accounts
securities available for sale, at market value and securities
purchased under agreements to resell, at contract value, had
the following effects on certain of AIG’s consolidated state-
ment of income and balance sheet accounts:

Increase (Decrease) For Years Ended and at December 31,
(in millions) 2004 2003 2002
Consolidated Statement

of Income:

Realized capital gains

(losses) $ (109)
Other revenues 524
Net income 252

Consolidated Balance Sheet:
Financial services assets:
Securities available for sale,
at market value
Securities purchased under
agreements to resell, at
contract value
Financial services liabilities:
Securities sold under
agreements to
repurchase, at contract
value
Unrealized loss on swaps,
options and forward
transactions
Retained earnings
Accumulated other
comprehensive income
Total shareholders’ equity

2001 2000

104 $
(1,357)
(783)

(14) §
(503)
(323)

@) -
(370) 1,265
(252) 822

8021 8328 9263 6264 (156)

(7,325) (7.325) (7,825) (6,325) -

2,061 1,003 197 (340) (216)

(2,199)
(394)

(610) 394 1566 333
(646) 136 459 711

1,412 1,439
1,018 792

1,424 121 (134)
1,561 581 577
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— Accounting for Deferred Taxes: AIG identified certain mis-
applications of GAAP in its provision for deferred income
taxes as follows:

For certain foreign subsidiaries for which AIG has plans to
permanently reinvest undistributed earnings, AIG incor-
rectly provided U.S. deferred taxes on the unrealized appre-
ciation associated with investment securities in accumulated
other comprehensive income.

For certain foreign subsidiaries for which AIG does not
have plans for permanent reinvestment of undistributed
earnings, U.S. deferred taxes were incorrectly omitted on
certain components of other comprehensive income.

These adjustments and restatement had the following effects
on consolidated net income and shareholders’ equity:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000
Consolidated Statement

of Income:

Net income $ 6)%@E3)EYS -3 -
Consolidated Balance Sheet:

Total shareholders’ equity 889 761 490 324 166

- Foreign Currency Translation (FAS 52): FAS 52 is used to
determine the timing of the recognition of income or ex-
pense resulting from foreign exchange rate changes for
transactions denominated in other than a functional
currency.

AIG has determined that, in certain cases, its application of
FAS 52 in its consolidated financial statements did not com-
ply with the functional currency determination require-
ments of the standard. As a result, AIG has recorded
accounting adjustments to reclassify currency transaction
gains and losses from accumulated other comprehensive in-
come to net income. These corrections affected consoli-
dated net income in certain periods but had no effect on
consolidated shareholders’ equity at December 31, 2004 or
for prior periods.

AIG adopted a practice in the 1990s of recording adjust-
ments to general insurance reserves to offset increases or
decreases in such reserves through other comprehensive in-
come, net of tax, resulting from translation of reserves de-
nominated in foreign currencies. AIG now believes that this
accounting practice was a misapplication of GAAP. As a
result of this adjustment, general insurance reserves denom-
inated in foreign currencies have been restated to restore the
translation effect to reserve for losses and loss expenses.
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Together, these adjustments had the following effects on
certain of AIG’s consolidated statement of income and bal-
ance sheet accounts:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:

Realized capital gains

(losses) $(127) $(193) $ (52) $ 44 $§ —
Net income (124) (193) (53) 75 119
Consolidated Balance Sheet:

Other assets 163 143 31 (6) (15)
Reserve for losses and loss

expenses (25) (407) (882) (902) (747)
Total shareholders’ equity 131 358 594 583 476

— Life Settlements. Life settlements are designed to assist life
insurance policyholders to monetize the existing value of
life insurance policies. AIG, through an insurance subsidi-
ary and non-consolidated trusts, which are deemed to be a
qualifying special purpose entity and a VIE, engages in this
business. The non-consolidated trusts purchase life insur-
ance policies from policyholders at an initial price and pay
additional premiums to keep the policies in force until the
insured dies. AIG’s proportionate share of the net death
benefits from the purchased contracts, net of reinsurance to
a third party reinsurer, was recorded as premium. The costs
incurred by the trusts to acquire the contracts and keep
them in force were recorded as paid losses by AIG, net of
reinsurance. AIG’s accounting resulted in upfront gain rec-
ognition of expected profits and premium recognition for
amounts loaned to the trusts by other AIG subsidiaries.

AIG has determined, in light of new information which was
not available to management or AIG’s independent auditors
at the time the initial accounting determination was made,
that the accounting for these transactions as insurance and
reinsurance is a misapplication of GAAP that should be
corrected through restatement. This restatement results in
life settlements being accounted for using an investment
method of accounting under FASB Technical Bulletin
(FTB) 85-4 ““Accounting for Purchases of Life Insurance.”
Under FTB 85-4, the carrying value of each contract at
purchase and at the end of each reporting period is equal to
the cash surrender value of the contract. Cash paid to
purchase these contracts that is in excess of the cash surren-
der value at the date of purchase is recognized as a loss
immediately, and periodic maintenance costs, such as pre-
miums necessary to keep the underlying contract in force,
are charged to earnings immediately. The life insurance
benefits at the insured’s death are payable to the AIG sub-
sidiary and reflected in income at that time. The effect of the




adjustments and restatement on certain of AIG’s consoli-
dated statement of income and balance sheet accounts is as
follows:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:
Premiums and other

considerations $ (915) $ (809) $(603) $(147) $ -
Net investment income (134) (143) (114) (20) -
Incurred policy losses

and benefits (850) (743) (552) (134) -
Net income (129) (136) (107) (22) -

Consolidated Balance Sheet:

Other invested assets (486) (253) (142) (28) -
Premiums and insurance

balances receivable,

net of allowance (3,075) (1,842) (774) - -

Other assets 341 219 111 29 -
Reserve for losses and
loss adjustment

expenses (1,734) (1,026) (527) (134) -
Funds held by

companies under

reinsurance treaties (1,242)  (601) (193) - -
Total shareholders’ equity (396) (270) (129) (22) -

Recently, the FASB tentatively concluded that life settlement
contracts should be accounted for as an investment, held at
cost, with no loss recognized at inception, and revenue rec-
ognized when the death benefit is received. In its discus-
sions, the FASB tentatively concluded that retroactive
application will be required. AIG expects that approxi-
mately $250 million of the restatement adjustment to share-
holders® equity at December 31, 2004 would be eliminated
if the FASB’s tentative conclusion is adopted.

— Deferred Acquisition Costs (DAC): The internal review
identified a misapplication of GAAP with respect to General
Insurance DAC. As a result of “top level” entries, substan-
tially all costs associated with underwriting and marketing
operations were deferred. The internal review determined
that certain of these costs did not vary sufficiently with the
production of business and should not have been deferred.
These costs have been allocated to the periods in which they
were incurred and the corresponding DAC asset has been
adjusted accordingly. In addition, AIG determined that the
amortization period for certain DAC was longer than the
typical life of the underlying policies and needed to be
shortened, and that certain deferrals associated with an in-
ter-company reinsurance treaty were in error and required
correction. This adjustment includes the recharacterization
of certain incurred policy losses and benefits to Insurance
acquisition and other operating expenses. The effect of
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these adjustments on certain of AIG’s consolidated state-
ment of income and balance sheet accounts is as follows:

Increase (Decrease) For Years Ended and at December 31, -

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:

Incurred policy losses and
benefits

Insurance acquisition and
other operating
expenses 321 287 285 450 310

Net income (33) 2  (12) (138) (40)

Consolidated Balance Sheet:
Deferred policy acquisition

$(265) $(231) $(188) $(133) $(134)

costs (485) (432) (383) (307) (85)
Other assets (92) (94) (146) (204) (214)
Total shareholders’ equity (344) (311) (313) (301) (163)

- SICO Deferred Compensation: AIG has included in this
restatement, expense amounts attributable to deferred com-
pensation granted to certain AIG employees by SICO (pur-
suant to the SICO Plan described under Item 11. Executive
Compensation), a private holding company that owns ap-
proximately 12 percent of AIG’s common stock. The
amount of deferred compensation granted by SICO has pre-
viously been disclosed in the notes to AIG’s consolidated
financial statements but was not included as an expense in
the calculation of AIG’s consolidated net income because
the amounts had been determined not to be material to
AIG’s consolidated results of operations in any individual
period. The expense related to SICO deferred compensation
is recorded as a charge to reported earnings in the periods
restated, with an offsetting entry to additional paid-in capi-
tal reflecting amounts deemed contributed by SICO. For
prior periods, AIG has recorded a reduction of $905 million
in retained earnings on its December 31, 1999 consolidated
balance sheet and a corresponding increase to additional
paid-in capital. The volatility in the expense is attributable
to the variable accounting as well as the fact that shares are
allocated only in alternate years. The inclusion of the ex-
pense attributable to the SICO Plans in AIG’s consolidated
financial statements had no effect on consolidated share-
holders’ equity but had the following effects on certain of
AIG’s consolidated statement of income accounts:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement
of Income:
Insurance acquisition and
other operating expenses $56 $275 $(173) $45 $ 293
Net income (56) (275) 173 (45) (293)
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— Commutations: Certain direct insurance, and ceded and as-
sumed reinsurance contracts, were commuted prior to their
natural expiration. For certain commutations, the cash re-
ceived was recorded through negative paid losses in accor-
dance with statutory guidance, while for others it was
recorded as written premiums. Despite the lack of guidance
under GAAP with respect to this issue, AIG has determined
that the accounting for certain commutations was in error
due to the inconsistency in AIG’s accounting for commuta-
tions and the fact that certain commurtations were recorded
through the written premium line when there was no
unearned premium balance outstanding. As part of this re-
statement any commutations that were originally recorded
through written premium are reclassified to paid losses in
the period in which they occurred. The adjustments and
restatement have no effect on consolidated net income or
shareholders’ equity but affected certain of AIG’s consoli-
dated statement of income and balance sheet accounts as
follows:

Increase (Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000

Consolidated Statement
of Income:
Premiums and other
considerations
Incurred policy losses and
benefits

Consolidated Balance Sheet:
Reserves for losses and {0ss
expenses
Insurance balances payable

$(370) $(405) $(79) $ 4 $(312)

(370) (405) (79) 4 (312)

151 58 51 51 -
(93) (51) (51) (51) -

— Dollar Roll Transactions: Certain AIG subsidiaries entered
into dollar roll transactions with third parties designed to
enhance the return on AIG’s mortgage backed securities
(MBS) portfolio. In a dollar roll transaction, AIG subsidiar-
ies agree to sell a pool of MBSs and simultaneously agree to
repurchase substantially the same securities at a later date,
typically in one month. AIG accounted for these transac-
tions as collateralized financings under SFAS 140. Even
though it had received collateral sufficient to fund substan-
tially all of the cost of purchasing identical replacement
securities at the time of transfer, AIG was not fully pro-
tected during the term of the contract to replace the asset in
the event that the transferee defaulted. Accordingly, AIG
should not have accounted for these transactions as financ-
ings, but rather as derivatives with mark-to-market changes
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reflected in earnings. The effect of the adjustments and re-
statement on certain of AIG’s consolidated statement of
income accounts is as follows:

Increase (Decrease) For Years Ended and at December 31,
(in millions) 2004 2003 2002 2001 2000

Consolidated Statement

of Income:
Realized capital gains (losses) $ 16 $(98) $157 $(46) $26
Net income 16 (98) 157 (46) 26

~ Affordable Housing: Through an investment limited part-
nership, an AIG subsidiary, as the general partner, syndi-
cates the tax benefits (including both tax credits and tax
losses) generated by affordable housing real estate proper-
ties. AIG guarantees the return of the tax benefits to the
limited partner investors. Prior to the second quarter of
2003, these syndication transactions were accounted for as
sales and the gain was recorded on a straight-line basis over
ten years. Beginning in the third quarter of 2003, because of
the guarantees, AIG changed its accounting for these part-
nerships to record all new syndications as financings, rather
than sales. At the same time, AIG adjusted its consolidated
balance sheet to reflect previous syndications as financings,
but did not record the cumulative impact to earnings be-
cause the amounts were viewed as immaterial. AIG has now
determined that it is necessary to record these adjustments
for the periods prior to the third quarter of 2003, and the
adjustments and restatement had the following effects on
certain of AIG’s consolidated statement of income and bal-
ance sheet accounts:

Increase {Decrease) For Years Ended and at December 31,

(in millions) 2004 2003 2002 2001 2000
Consolidated Statement
of Income:
Other revenues $ (39)% (443 (43)$ (71)$ (126)
Net income (25) (28) (28) (46) (82)
Consolidated Balance Sheet:
Other invested
assets 1452 1652 1585 1,427 1,172
Investment income
due and accrued (289) (254) (222) (149) (109)
Other assets (1,688) (2,009) (7) (5) (2)
Other liabilities (30) (154) 1,770 1,644 1,360
Total shareholders’
equity (322) (297) (269) (241) (195)

- SunAmerica Partnerships: As part of the restatement, man-
agement has reclassified the earnings of the SunAmerica
partnerships out of other operations, where previously re-
ported, into the Asset Management segment. This revised
presentation characterizes the partnership earnings as reve-
nues rather than as a component of insurance acquisition
and operating expenses in AIG’s consolidated statement of
income. Within the Asset Management segment, this pres-




entation divides the partnership earnings into those of
SunAmerica Life, whose equity supports the GIC business,
and those of AIG SunAmerica, which are now classified as
other asset management revenues. The adjustments and re-
statement have no effect on consolidated net income or
shareholders’ equity but affected certain of AIG’s consoli-
dated statement of income accounts as follows:

Increase (Decrease) For Years Ended and at December 31,
(in millions) 2004 2003 2002
Consolidated Statement
of Income:
Other revenues
Insurance acquisition and other
operating expenses 661

2001 2000

$661 $323 $243 $475 $764

353 247 475 764

Fourth Quarter 2004 Chan.ge "

Adjustments affecting the 2004 consolidated statement of in-
come include changes in estimates relating to the reserve for
losses and loss expenses, certain expenses and certain al-
lowances. See “Critical Accounting Estimates™ herein. Losses
and loss expenses incurred for the fourth quarter includes
$850 million relating to changes in estimates attributable to

American International Group, Inc. and Subsidiaries

asbestos and environmental exposures, see “Asbestos and En-
vironmental Reserve’ herein, $232 million relating to changes
in estimates attributable to the accruals for salvage and subro-
gation recoveries (see Note 1(cc) of Notes to Financial State-
ments) and $178 million arttributable to an arbitration
decision with Superior National Insurance Company over the
rescission of a quota share reinsurance agreement, which in-
creases the reserves for the matter to $370 million at Decem-
ber 31, 2004. See Note 12¢h) of Notes to Financial
Statements. The changes in estimates also includes an adjust-
ment of $56 million to deferred acquisition costs, principally
relating to a refinement of costs eligible for deferral in accor-
dance with AIG policy. The change in estimate for DBG asset
realization includes an increase in the allowance for uncollect-
ible receivables. With respect to income taxes, the change in
estimate relates primarily from the determination that the
earnings of certain foreign subsidiaries are expected to be re-
patriated to the U.S. Accordingly, AIG can no longer assert
that the undistributed earnings are permanently reinvested.

See Note 1(cc) of Notes to Financial Statements for fur-
ther details on fourth quarter changes in estimates.

The following table summarizes the more significant of the fourth quarter changes in estimates:

(in millions)

For the Three Months and
Twelve Months Ended
December 31, 2004

Fourth Quarter 2004 Changes in Estimates:

Increase in reserve for asbestos and environmental losses and loss expenses $ (850)
Deferred acquisition costs adjustments (56)
Accrual for salvage and subrogation recoveries (232)
Subsequent events related to reinsurance arbitration (178)
DBG asset realization (150)
Other changes in estimates (136)
Total pretax changes in estimates (1,602)
income tax adjustments (146)
Less: tax effect related to changes in estimates 561
Total changes in estimates $(1,187)
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The following tables summarize the effect on major balance sheet and statement of income accounts of the adjustments included in the
restatement and the fourth quarter 2004 changes in estimates by transaction, accounting entry or entity category.

GCONSOLIDATED BALANCE SHEET ACCOUNTS
Total Assets

December 31,
(in millions) 2004 2003 2002 2001 2000
Total Assets, as Previously Announced or Reported $804,607 $678,346 $561,229 $493,061 $426,671

Adjustments:
Risk Transfer:

Union Excess (1,487) (1,343) (1,619) (1,865) (2,317)
Other Risk Transfer 47 (456) (822) (888) (981)
Net Investment Income:
Muni Tender Option Bond Program - - 2,075 2,199 1,449
“Top Level” Adjustments and Other Directed Entries (other than
loss reserves) (108) (413) (735) (626) (405)
Asset Realization:
Domestic Brokerage Group (DBG) Issues (837) (872) (1,017) (1,032) (1,105)
Other GAAP Corrections:
Accounting for Derivatives (FAS 133 Hedge Accounting) 2,297 1,985 2,347 742 (206)
Accounting for Deferred Taxes (848) (603) (427) (580) (484)
Life Settlements (3,241) (1,895) (817) (147) -
Deferred Acquisition Costs (DAC} (546) (495) (498) (480) (268)
Affordable Housing (525) (611) 1,356 1,273 1,061
All Other — Net (699) 510 484 790 436
Total Adjustments (5,947) (4,193) 327 (614) (2,820)
Total Assets, as Adjusted or Restated $798,660 $674,153 $561,556 $492,447 $423,851

Other Invested Assets

December 31,
(in millions) 2004 2003 2002 2001 2000

Other Invested Assets, as Previously Announced or Reported $21,316 $16,787 $12,680 $12,704 $10,623
Adjustments:
Other GAAP Corrections:

Life Settlements (486) (253) (142) (28) -
Affordable Housing 1,452 1,652 1,585 1,427 1,172
All Other — Net 245 298 253 245 (1)
Total Adjustments 1,211 1,697 1,696 1,644 1,171

Other Invested Assets, as Adjusted or Restated $22,527 $18,484 $14,376 $14,348 $11,794
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Premiums and insurance Balances Receivable, Net of Allowance
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December 31,
{in millions) 2004 2003 2002 2001 2000
Premium and Insurance Balances Receivable, Net of Allowance, as

Previously Announced or Reported $17,202 $14,166 $13,088 $12,412 $11,215
Adjustments:

Risk Transfer:

Union Excess 2,417 1,923 1,477 956 119

Other Risk Transfer (362) (389) (537) (752) (932)
“Top Level” Adjustments and Other Directed Entries (other than loss

reserves) (15) (265) (456) (398) (306)
Asset Realization:

Domestic Brokerage Group (DBG) Issues (864) (918) (1,142) (1,166) (1,249)
Other GAAP Corrections:

Life Settiements (3,075) (1,842) (774) - -
All Other — Net (166) 514 202 (56) (232)

Total Adjustments (2,065) (977) (1,230) (1,416) (2,600)

Premium and Insurance Balances Receivable, Net of Allowance, as

Adjusted or Restated $15,137 $13,189 $11,858 $10,996 $ 8,615

Reinsurance Assets

December 31,
(in millions) 2004 2003 2002 2001 2000
Reinsurance Assets, as Previously Announced or Reported $26,171 $27,962 $29,882 $27,199 $23,386
Adjustments:

Risk Transfer:

Union Excess (5,511) (5,815) (5,856) (5,382) (4,763)

Other Risk Transfer (529) (1,185) (912) (937) (1,032)
Fourth Quarter Changes in Estimates:

Accruals for salvage and subrogation recoveries (201) - - - -
All Other — Net 28 (14) (63) (62) (12)

Total Adjustments (6,213) (7,014) (6,831) (6,381) (5,807)
Reinsurance Assets, as Adjusted or Restated $19,958 $20,948 $23,051 $20,818 $17,579
Other Assets

December 31,
(in millions) 2004 2003 2002 2001 2000
Other Assets, as Previously Announced or Reported $15,062 $12,820 $ 7,661 $ 8,000 $ 9,806
Adjustments:

Risk Transfer:

Union Excess 1,607 2,549 2,760 2,561 2,327

Other Risk Transfer 947 1,126 634 807 989
Net Investment income:

Muni Tender Option Bond Program - - 2,075 2,199 1,449
Conversion of Underwriting Losses to Capital Losses (5) (7) (22) 67) (133)
Other GAAP Corrections:

Life Settlements 341 219 111 29 -

Deferred Acquisition Costs (DAC) (92) (94) (146) (204) (214)

Affordable Housing (1,688) (2,009) 7) (5) (2)
All Other — Net (850) (414) (370) {355) (241)

Total Adjustments 260 1,370 5,035 4,965 4,175
Other Assets, as Adjusted or Restated $15,322 $14,190 $12,696 $12,965 $13,981

FORM 10-K: 43




MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS (continued)

Total Liabilities

December 31,

(in millions) 2004 2003 2002 2001 2000
Total Liabilities, as Previously Announced or Reported $721,537 $606,901 $499,973 $438,709 $375,818
Adjustments:
Risk Transfer:
Other Risk Transfer 123 (406) (770) (815) (972)
Net Investment Income:
Muni Tender Option Bond Program - - 2,075 2,199 1,449
Asset Realization:
Domestic Brokerage Group (DBG) Issues (548) (548) (548) (548) (609)
Other GAAP Corrections:
Accounting for Derivatives (FAS 133 Hedge Accounting) 1,280 1,195 787 162 (783)
Accounting for Deferred Taxes (1,738) (1,364) (917) (904) (650)
Life Settlements (2,847) (1,626) (688) (126) -
Affordable Housing (204) (314) 1,625 1,514 1,255
All Other — Net 251 93 (939) (474) (1,095)
Total Adjustments (3,683) (2,970) 625 1,008 (1,405)
Total Liabilities, as Adjusted or Restated $717,854 $603,931 $500,598 $439,717 $374,413
Reserve for Losses and Loss Expenses
December 31,
(in millions) 2004 2003 2002 2001 2000
Reserve for Losses and Loss Expenses, as Previously Announced or
Reported $64,641 $56,118 $51,539 $44,792 $40,613
Adjustments:
Risk Transfer:
Gen Re (250) (500) (500) (500) (250)
Other Risk Transfer (1,154) (1,609) (1,609) (995) (748)
Loss Reserves 880 578 236 587 450
“Top Level” Adjustments and Other Directed Entries (other than loss
reserves) - (30) (306) (246) (95)
Asset Realization:
Domestic Brokerage Group (DBG) Issues (509) (509) (509) (509) (509)
Other GAAP Corrections:
Foreign Currency Translation (FAS 52) (25) (407) (882) (902) (747)
Life Settlements (1,734) (1,026) (527) (134) -
Fourth Quarter 2004 Changes in Accounting Estimates:
Increase in asbestos and environmental loss and loss adjustment
expense reserves 850 - - - -
Accruals for salvage and subrogation recoveries 31 - - - -
All Other — Net (359) (234) (347) (455) (603)
Total Adjustments (2,270) (3,737) (4,444) (3,154) (2,502)
Reserve for Losses and Loss Expenses, as Adjusted or Restated $62,371 $52,381 $47,095 $41,638 $38,111
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Reserve for Unearned Premiums

December 31,
(in millions) 2004 2003 2002 2001 2000
Reserve for Unearned Premiums, as Previously Announced or Reported  $23,072 $20,762 $16,336 $13,148 $12,510
Adjustments:
Risk Transfer:
Other Risk Transfer 82 112 (31) (131) (347)
Asset Realization:
Domestic Brokerage Group (DBG) Issues (81) (81) (81) (81) (107)
All Other — Net 21 117 75 1 (19)
Total Adjustments 22 148 (37) (211) {473)
Reserve for Unearned Premiums, as Adjusted or Restated $23,094 $20,910 $16,299 $12,937 $12,037
Funds Held by Companies Under Reinsurance Treaties
December 31,
(in millions) 2004 2003 2002 2001 2000
Funds Held by Companies Under Reinsurance Treaties, as Previously
Announced or Reported $ 5,386 $ 4,664 $ 3,425 $ 2,685 $ 1,435
Adjustments:
Risk Transfer:
Other Risk Transfer (740) (1,019) (1,021) (1,103} (1,040)
Other GAAP Corrections: _
Life Settlements (1,242) (601) (193) - -
All Other — Net - (1) - - -
Total Adjustments (1,982) (1,621) (1,214) (1,103) (1,040)
Funds Held by Companies Under Reinsurance Treaties, as Adjusted or
Restated $ 3,404 $ 3,043 $ 2,211 $ 1,582 $ 395
Other Liabilities
December 31,
(in millions) 2004 2003 2002 2001 2000
Other Liabilities, as Previously Announced or Reported $21,101 $18,282 $12,189 $10,807 $ 8,645
Adjustments:
Risk Transfer:
Gen Re 250 500 500 500 250
Other Risk Transfer 1,910 2,114 1,850 1,392 1,120
“Top Level” Adjustments and Other Directed Entries (other than loss
reserves) 252 231 251 155 (10)
Net Investment Income:
Muni Tender Option Bond Program - - 2,075 2,198 1,449
Other GAAP Corrections:
Affordable Housing (30) (154) 1,770 1,644 1,360
All Other — Net 128 218 243 46 (41)
Total Adjustments 2,510 2,909 6,689 5,936 4,128
Other Liabilities, as Adjusted or Restated $23,611 $21,191 $18,878 $16,743 $12,773
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Total Shareholders’ Equity

December 31,
(in millions) 2004 2003 2002 2001 2000
Total Shareholders’ Equity, as Previously Announced or Reported $82,871 $71,253 $59,103 $52,150 $47,439
Adjustments:

Risk Transfer:

Union Excess (951} (873) (1,033) (1,213) (1,340)
Loss Reserves (572) (375) (153) (381) (292)
“Top Level” Adjustments and Other Directed Entries (other than loss

reserves) (206) (401) (454) (342) (105)
Asset Realization:

Domestic Brokerage Group (DBG) Issues (290) (324) (470) (484) (497)
Other GAAP Corrections:

Accounting for Derivatives (FAS 133 Hedge Accounting) 1,018 792 1,561 581 577

Accounting for Deferred Taxes 889 761 490 324 166

Life Settlements (396) (270) (129) (22) -

Affordable Housing (322) (297) (269) (241) (195)
Fourth Quarter 2004 Changes in Estimates Effect on Statement of Income (1,187) - - - -
Ail Other — Net (247) (236) 159 156 271

Total Adjustments (2,264) (1,223) (298) (1,622) (1,415)
Total Shareholders’ Equity, as Adjusted or Restated $80,607 $70,030 $58,805 $50,528 $46,024
Accumuiated Other Comprehensive Income (Loss)

December 31,
(in millions) 2004 2003 2002 2001 2000
Accumulated Other Comprehensive Income (Loss), as Previously

Announced or Reported $6,373 $4,244 $ 691 $(1,724)  $(2,440)
Adjustments:

Other GAAP Corrections:

Accounting for Derivatives (FAS 133 Hedge Accounting) 1,412 1,439 1,424 121 (134)

Accounting for Deferred Taxes 938 805 511 324 166

Foreign Currency Translation (FAS 52) 305 408 451 387 355
All Other — Net 565 348 549 953 465

Total Adjustments 3,220 3,000 2,935 1,785 852
Accumulated Other Comprehensive Income (Loss), as Adjusted or Restated  $9,593 $7,244 $3,626 $ 61 $(1,588)
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CONSOLIDATED STATEMENT OF INCOME ACCOUNTS

Net Income
Years Ended December 31,
(in millions) 2004 2003 2002 2001 2000
Net Income, as Previously Announced or Reported $11,048 $9.274 $5,519 $ 5,363 $6,639
Adjustments:
Risk Transfer:

Union Excess (78) 160 180 127 (368)
Loss Reserves (196) (222) 228 (89) (145)
Net Investment Income:

Covered Calls 59 (40) 35 (59) -

Hedge Fund Accounting 2 19 120 (133) (122)

Muni Tender Option Bond Program 60 (57) 2) (119) 14
“Top Level” Adjustments and Other Directed Entries (other than loss

reserves) : 213 26 (112) (241) (112)
Conversion of Underwriting Losses to Capital Losses 79 20 (65) 66 (133)
Asset Realization:

Other Than Temporary Declines 2 301 200 (136) (132)
Other GAAP Corrections:

Accounting for Derivatives (FAS 133 Hedge Accounting) 252 (783) (323) (252) 822

Accounting for Deferred Taxes (5) (23) (22) - -

Foreign Currency Translation (FAS 52) (124) (193) (58) 75 119

Life Settlements (129) (136) (107) (22) -

SICO Deferred Compensation (56) (275) 173 (45) (293)
Fourth Quarter 2004 Changes in Estimates (1,187) - - - -
Ali Other — Net (209) (62) 95 (363) (148)

Total Adjustments (1,317) (1,265) 347 (1,191) (498)
Net Income, as Adjusted or Restated $ 9,731 $ 8,009 $5,866 $4172 $6,141
Premiums and Other Considerations

Years Ended December 31,
(in millions) 2004 2003 2002 2001 2000
Premiums and Other Considerations, as Previously Announced or

Reported $67,852 $55,226 $45,135 $39,194 $35,298
Adjustments:

Risk Transfer:

Union Excess 386 439 673 726 251

Gen Re 245 - - (258) (250)

Other Risk Transfer (287) 33 (856) (924) (815)
“Top Level” Adjustments and Other Directed Entries (other than loss

reserves) 130 250 (199) (272) (184)
Other GAAP Corrections:

Life Settlements (915) (809) (603) (147) -

Commutations (370) (405) (79) 4 (312)
All Other — Net (448) 146 188 209 39

Total Adjustments (1,259) (346) (876) (662) (1,271)
Premiums and Other Considerations, as Adjusted or Restated $66,593 $54,880 $44,259 $38,532 $34,027
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Net Investment Income

Years Ended December 31,

(in millions) 2004 2003 2002 2001 2000
Net investment Income, as Previously Announced or Reported $19,127 $16,596 $14,714 $13,698 $12,831
Adjustments:
Risk Transfer:
Union Excess 259 304 233 179 140
Net Investment Income:
Covered Calls 35 (179) (7) (146) -
Synthetic Fuel Investment (203) (238) (259) (31) -
Hedge Fund Accounting 11 29 159 (177) (101)
Muni Tender Option Bond Program 65 60 44 11 -
DBG/AIG Capital Corporation intercompany Dividend (100) (100) - - -
“Top Level” Adjustments and Other Directed Entries (other than loss
reserves) (384) (783) (733) (514) (155)
Other GAAP Corrections:
Life Settlements (134) (143) (114) (20) -
All Other — Net (242) (78) (316) 15 8
Total Adjustments (693) (1,128) (993) (683) (108)
Net Investment Income, as Adjusted or Restated $18,434 $15,468 $13,721 $13,015 $12,723

Realized Capital Gains (Losses)

Years Ended December 31,

(in millions) 2004 2003 2002 2001 2000
Realized Capital Gains (Losses), as Previously Announced or Reported $ (92) $(1,433) $(2,441) $(836) $(314)
Adjustments:
Risk Transfer:
Union Excess (48) (17) 105 39 61
Net investment Income:
Covered Calls 57 118 61 55 -
Muni Tender Option Bond Program 27 (148) (47) (194) 22
“Top Level” Adjustments and Other Directed Entries (other than loss reserves) 108 559 374 223 126
Conversion of Underwriting Losses to Capital Losses 116 19 48 66 58
Asset Realization:
QOther Than Temporary Declines 4 463 307 (209) (202)
Other GAAP Corrections:
Accounting for Derivatives (FAS 133 Hedge Accounting) (109) 104 (14) (36) -
Foreign Currency Translation (FAS 52) (127) (193) (52) 44 -
Dollar Roll Transactions 16 (98) 157 (46) 26
All Other — Net 24 6 204 (25) (16)
Total Adjustments 68 813 1,143 (83) 75
Realized Capital Gains (Losses), as Adjusted or Restated $ (24) $ (620) $(1,298) $(919) $(239)
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Other Revenues

Years Ended December 31,
(in millions) 2004

2003 2002 2001 2000
Other Revenues, as Previously Announced or Reported $11,728 $10,914 $10,074 $9,710 $ 8,523
Adjustments:
Net Investment Income:
Synthetic Fuel Investment (143) (200) (165) (212) (79)
Hedge Fund Accounting 9) - 26 27) (87)
“Top Level” Adjustments and Other Directed Entries (other than loss
reserves) 267 89 92 70 80
Other GAAP Corrections:
Accounting for Derivatives (FAS 133 Hedge Accounting) 524 (1,357) (503) (370) 1,265
SunAmerica Partnerships 661 323 243 475 764
All Other — Net (44) (51) 11 (104} (126)
Total Adjustments 1,256 (1,196) (296) (168) 1,817
Other Revenues, as Adjusted or Restated $12,984 $ 9,718 $ 9,778 $9,542 $10,340
Incurred Policy Losses and Benefits
Years Ended December 31,
(in millions) 2004 2003 2002 2001 2000
Incurred Policy Losses and Benefits, as Previously Announced or
Reported $57,697 $46,390 $41,402 $34,864 $30,776
Adjustments:
Risk Transfer:
Union Excess 671 433 683 638 955
Gen Re 250 - - (258) (250)
Other Risk Transfer (159} 53 (862) (561) (739)
Loss Reserves 302 342 (351) 137 223
“Top Level” Adjustments and Other Directed Entries (other than loss
reserves) 57 195 (337) (417) 97)
Other GAAP Corrections:
Life Settlements (850) (743) (552) (134) -
Deferred Acquisition Costs (DAC) (265) (231) (188) (133) (134)
Commutations (870) (405) (79) 4 (312)
Fourth Quarter 2004 Changes in Accounting Estimates:
Increase in asbestos and environmental loss and loss adjustment
expense reserves 850 - - - -
Accrual for salvage and subrogation recoveries 232 - - - -
All Other — Net (102) 111 27 109 187
Total Adjustments 616 (245) (1,415) (615) (167)
Incurred Policy Losses and Benefits, as Adjusted or Restated $58,313 $46,145 $39,987 $34,249 $30,609
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Insurance Acquisition and Other Operating Expenses

Years Ended December 31,

(in millions) 2004 2003 2002 2001 2000
Insurance Acquisition and Other Operating Expenses, as Previously
Announced or Reported $23,668 $21,005 $17,938 $16,746 $15,224
Adjustments:
Risk Transfer:
Union Excess 48 48 52 111 63
Other Risk Transfer (112) (62) (35) (242) (65)
Net Investment Income:
DBG/AIG Capital Corporation Intercompany Dividend (100) (100) - - -
“Top Level” Adjustments and Other Directed Entries (other than loss
reserves) (229) (115) 47 272 95
Asset Realization:
Domestic Brokerage Group (DBG) Issues (52) (224) (23) (22) (27)
Other GAAP Corrections:
Deferred Acquisition Costs (DAC) 321 287 285 450 310
SICO Deferred Compensation 56 275 (173) 45 293
SunAmerica Partnerships 661 353 247 475 764
All Other — Net 463 179 153 155 95
Total Adjustments 1,056 641 553 1,244 1,528
Insurance Acquisition and Other Operating Expenses, as Adjusted or
Restated $24,724 $21,646 $18,491 $17,990 $16,752
Income Taxes (Current and Deferred)
Years Ended December 31,
(in millions) 2004 2003 2002 2001 2000
Income Taxes (Current and Deferred), as Previously Announced or Reported $5,473 $4,264 $2,328 $2,339 $2,971
Adjustments:
Net Investment Income:
Synthetic Fuel Investment (346) (438) (424) (243) (79)
All Other — Net (507) (423) 52 (591) (53)
Total Adjustments (853) (861) (372) (834) (132)
Income Taxes (Current and Deferred), as Adjusted or Restated $4,620 $3,403 $1,956 $1,505 $2,839
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‘Overview of Opérations and Business Results

American International Group, Inc. and Subsidiaries

In 2003 and prior years, AIG’s operations were conducted by
its subsidiaries principally through four operating segments:
General Insurance, Life Insurance, Financial Services and Re-
tirement Services & Asset Management. Beginning with the
first quarter of 2004, AIG reports Retirement Services results
in the same segment as Life Insurance, reflecting the conver-
gence of protective financial and retirement products and
AIG’s current management of these operations. All financial
information herein gives effect to the restatement and adjust-
ments for changes in estimates described in “Restatement of
Previously Issued Financial Statements™ and “Fourth Quarter
2004 Changes in Estimates” herein. Information for years
prior to 2004 included herein has been reclassified to show
AlIG’s results of operations and financial position on a compa-
rable basis with the 2004 presentation.

Through these segments, AIG provides insurance and in-
vestment products and services to both businesses and individ-
uals in more than 130 countries and jurisdictions. This
geographic, product and service diversification is one of AIG’s
major strengths and sets it apart from its competitors. The
importance of this diversification was especially evident in
2004, when record catastrophe losses in certain insurance op-
erations were more than offset by profitability in those opera-
tions as well as in other segments and product lines. Although
regional economic downturns or political upheaval could neg-
atively affect parts of AIG’s operations, AIG believes that its
diversification makes it unlikely that regional difficulties
would have a material effect on its operating results, financial
condition or liquidity.

AIG’s subsidiaries serve commercial, institutional and in-
dividual customers through an extensive property-casualty
and life insurance and retirement services network. In the
United States, AIG companies are the largest underwriters of
commercial and industrial insurance and one of the largest life
insurance and retirement services operations as well. AIG’s
Financial Services businesses include commercial aircraft and
equipment leasing, capital markets operations and consumer
finance, both in the United States and abroad. AIG also pro-
vides asset management services and offers guaranteed invest-
ment contracts (GICs) to institutions and individuals.

AIG’s 2004 operating performance reflects implementa-
tion of various long-term strategies and defined goals in its
various operating segments.

A primary goal of AIG in managing its General Insurance
operations is to achieve an underwriting profit. To achieve this

goal, AIG is disciplined in its risk selection and premiums
must be adequate and terms and conditions appropriate to
cover the risk accepted. AIG believes in strict control of
expenses.

Another central focus of AIG operations in current years is
the development and expansion of new distribution channels.
In 2004, AIG expanded its distribution channels in many Asian
countries, which now include banks, credit card companies and
television-media home shopping,. In late 2003, AIG entered into
an agreement with PICC Property and Casualty Company,
Limited (PICC), which will enable the marketing of accident
and health products throughout China through PICC’s branch
networks and agency system. AIG participates in the under-
writing results through a reinsurance agreement and also holds
a 9.9 percent ownership interest in PICC. Other examples of
new distribution channels used both domestically and overseas
include banks, affinity groups, direct response and e-commerce.

AIG patiently builds relationships in markets around the
world where it sees long-term growth opportunities. For ex-
ample, the fact that AIG has the only wholly-owned foreign
life insurance operations in eight cities in China is the result of
relationships developed over nearly 30 years. AIG’s more re-
cent extensions of operations into India, Vietnam, Russia and
other emerging markets reflect the same growth strategy.
Moreover, AIG believes in investing in the economies and
infrastructures of these countries and growing with them.
When AIG companies enter a new jurisdiction, they typically
offer both basic protection and savings products. As the econ-
omies evolve, AIG’s products evolve with them, to more com-
plex and investment-oriented models.

Growth for AIG may be generated both internally and
through acquisitions which both fulfill strategic goals and of-
fer adequate return on investment. In recent years, the acquisi-
tions of AIG Star Life and AIG Edison Life have broadened
AIG’s penetration of the Japanese market through new distri-
bution channels and will result in operating efficiencies as they
are integrated into AIG’s previously existing companies oper-
ating in Japan.

AIG provides leadership on issues of concern to the global
and local economies as well as the insurance and financial ser-
vices industries. In recent years, efforts to reform the tort sys-
tem and class action litigation procedures, legislation to deal
with the asbestos problem and the renewal of the Terrorism
Risk Insurance Act have been key issues, while in prior years
trade legislation and Superfund had been issues of concern.
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The following table summarizes AlG’s revenues, income before
income taxes, minority interest and cumulative effect of account-
ing changes and net income for the twelve months ended Decem-
ber 31, 2004, 2003 and 2002:

Years Ended December 31, 2004 2003 2002
(in millions) (Restated) (Restated)
Total revenues $97,987 $79,446 $66,460
Income before income taxes,

minority interest and

cumulative effect of

accounting changes 14,950 11,655 7,982
Net income $ 9,731 $ 8,009 $ 5866

Consolidated Results

The 23.3 percent growth in revenues in 2004 was primarily
attributable to the growth in net premiums earned from global
General Insurance operations as well as growth in both Gen-
eral Insurance and Life Insurance & Retirement Services net
investment income and Life Insurance & Retirement Services
GAAP premiums. An additional factor was the decline in ag-
gregate realized capital losses in 2004 compared to 2003.

The decline in realized capital losses in 2004 reflects an
improved economy, stronger corporate balance sheets and a
significantly lower level of impairment loss provisions. The
realized capital losses in 2003 reflect primarily impairment
loss provisions. Upon the ultimate disposition of these hold-
ings, a portion of these losses may be recovered depending on
future market conditions.

AIG’s income before income taxes, minority interest and
cumulative effect of accounting changes increased 28.3 per-
cent in 2004 when compared to 2003. Life Insurance & Re-
tirement Services, Financial Services and Asset Management
operating income gains, together with the decrease in realized
capital Josses, generated the increase over 2003 in both pretax
income and net income.

The following table summarizes the net effect of catastrophe
losses for December 31, 2004, 2003 and 2002:

(in millions) 2004 2003 2002
Pretax $1,155* $83 $61
Net of tax and minority interest 729 53 36

* Includes $96 million in catastrophe losses from partially owned
companies.

52 : FORM 10-K

The following table summarizes the operations of each principal
segment for the twelve months ended December 31, 2004, 2003
and 2002. See also Note 3 of Notes to Financial Statements:

2004 2003 2002
(in millions) (Restated)  (Restated)
Revenues(@/:
General Insurance(®) $41,897 $33,852 $25,627
Life Insurance &

Retirement Services(¢/ 43,386 36,253 31,564
Financial Services(d) 7,982 6,341 6,604
Asset Management(e/ 4,692 3,643 3,485
Other 30 (643) (820)

Total $97,987 $79,446 $66,460
Operating Income(4/(1}(8/:
General Insurance $ 3,237(h) $ 4,539  $ 1,038(}
Life Insurance &

Retirement Services 7,924 6,353 5,183
Financial Services 2,613 1,234 1,870
Asset Management 1,790 1,078 1,006
Other(r/ (614) (1,549) (1,115)

Total $14,950 $11,655 $ 7,982

(a) Revenues and operating income reflect the adjustments necessary pur-
suant to FAS 133. See Restatement of Previously Issued Financial
Statements - Accounting for Derivatives (FAS 133 Hedge
Accounting).

(b) Represents the sum of General Insurance net premiums earned, net
investment income and realized capital gains (losses).

(c) Represents the sum of Life Insurance & Retirement Services GAAP
premiums, net investment income and realized capital gains (losses).

(d) Represents interest, lease and finance charges.

(e) Represents management and advisory fees, and net investment income
with respect to GICs.

(f) Represents income before income taxes, minority interest, and cumu-
lative effect of accounting changes.

(g) Catastrophe losses were $1.16 billion, $83 million and §61 million in
2004, 2003 and 2002, respectively.

(h) Includes $850 million charge reflecting the change in estimates for
asbestos and environmental reserves and $232 million charge reflect-
ing change in estimate for salvage and subrogation recoveries in 2004.

(i) Includes loss reserve charge of $2.1 billion.

(i) Represents other income (deductions)-net and other realized capital
gains (losses).

General Insurance

AIG’s General Insurance operations provide property and cas-
ualty products and services throughout the world. General
Insurance operating income includes catastrophe losses of
$1.05 billion, $83 million and $61 million in 2004, 2003 and
2002, respectively. In addition, General Insurance operations
generated realized capital gains of $220 million in 2004 com-
pared to realized capital losses of $62 million in 2003. Gen-
eral Insurance operating income in 2003 was substantially
higher than 2002 due to the $2.1 billion reserve charge in
2002.




Life Insurance & Retirement Services

AIG’s Life Insurance & Retirement Services operations pro-
vide insurance, financial and investment products throughout
the world. Foreign operations provide over 60 percent of
AlG’s Life Insurance & Retirement Services operating income.

Life Insurance & Retirement Services operating income
increased by 24.7 percent in 2004. This increase resulted from
growth in each of AIG’s principal Life Insurance & Retire-
ment Services businesses, and the capital gains realized in
2004 rather than the capital losses realized in 2003. Life In-
surance & Retirement Services operating income also grew in
2003 relative to 2002 by 22.6 percent.

Financial Services

AIG’s Financial Services subsidiaries engage in diversified fi-
nancial products and services including aircraft leasing, capi-
tal market transactions, consumer finance and insurance
premium financing.

Financial Services operating income increased in 2004
compared to 2003 primarily due to the fluctuation in earnings
resulting from derivative activities that did not qualify for
hedge accounting under FAS 133. Offsetting this increase is
the reduced income from Capital Markets operations and the
effect of ILFC’s disposition of approximately $2 billion in
aircraft through securitizations in the third quarter of 2003
and first quarter of 2004. Fluctuations in revenues and operat-
ing income from quarter to quarter are not unusual because of
the transaction-oriented nature of Capital Markets operations
and the effect of the FAS 133 adjustments. The charge relating
to the PNC settlement, see Item 3. Legal Proceedings, also had
a significant negative effect on results. Consumer Finance op-
erations increased revenues and operating income, both do-
mestically and internationally.

Asset Management

AIG’s Asset Management operations include institutional and
retail asset management and broker dealer services and
spread-based investment business from the sale of GICs.
These products and services are offered to individuals and
institutions, both domestically and overseas.

Asset Management operating income increased 66.0 per-
cent in 2004 when compared to 2003 as a result of the upturn
in worldwide financial markets and a strong global product
portfolio; operating income also increased in 2003 when com-
pared to 2002.

Capital Resources

At December 31, 2004, AIG had total consolidated sharehold-
ers’ equity of $80.61 billion and total borrowings of
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$95.26 billion. At that date, $85.28 billion of such borrow-
ings were either not guaranteed by AIG or were matched bor-
rowings of guaranteed investment
agreements (GIAs) or matched notes and bonds payable.

under obligations

During 2004, AIG repurchased in the open market
16,299,300 shares of its common stock.

Liquidity

At December 31, 2004, AIG’s consolidated invested assets
included $18.11 billion in cash and short-term investments.
Consolidated net cash provided from operating activities in
2004 amounted to $35.58 billion. AIG believes that its liquid
assets, cash provided by operations and access to short term

funding through commercial paper and bank credit facilities
will enable it to meet any anticipated cash requirements.

Outlook

From March through May of 2005, the major rating agencies
downgraded AIG’s ratings in a series of actions. S&P lowered
the long-term senior debt and counterparty ratings of AIG
from ‘AAA’ to ‘AA+" and placed the ratings on Credit Watch
Negative. Moody’s lowered AIG’s long-term senior debt rat-
ing from ‘Aaa’ to ‘Aa2’ and placed the ratings on review for
possible downgrade. Fitch downgraded the long-term senior
debt ratings of AIG from ‘AAA’ to ‘AA’ and placed the ratings
on Ratings Watch Negative.

The agencies also took rating actions on AIG’s insurance
subsidiaries. S&P and Fitch lowered to ‘AA+" the insurance
financial strength ratings of most of AIG’s insurance compa-
nies, Moody’s lowered the insurance financial strength ratings
generally to either ‘Aal’ or ‘Aa2’. A M. Best downgraded the
financial strength ratings for most of AIG’s insurance subsidi-
aries from ‘A++ to ‘A+’ and the issuer credit ratings from
‘aa+’ to ‘aa—’. The insurance companies’ ratings remain on a
negative watch.

In addition, S&P placed ILFC’s ‘AA-" long-term senior
debt rating and ‘A-1+ short-term rating on Credit Watch
Negative. Moody’s affirmed ILFC’s long-term and short-term
senior debt ratings (‘A1°/P-1’). Fitch downgraded ILFC’s
long-term senior debt rating from ‘AA-" to ‘A+’ and placed
the rating on Rating Watch Negative and downgraded ILFC’s
short-term debt rating from ‘F1+° to ‘F1°. Fitch also placed the
‘A+’ long-term senior debt ratings of American General Fi-
nance Corporation and American General Finance, Inc. on
Rating Watch Negative. S&P and Moody’s affirmed the long-
term and short-term senior debt ratings of American General
Finance Corporation at ‘A+’/‘A-1’ and ‘A1°/‘P-1’, respectively.

These debt and financial strength ratings are current opin-
lons of the rating agencies. As such, they may be changed,
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suspended or withdrawn at any time by the rating agencies as
a result of changes in, or unavailability of, information or
based on other circumstances. Ratings may also be withdrawn
at AIG management’s request. This discussion of ratings is not
a complete list of ratings of AIG and its subsidiaries. For a
discussion of the effect of these ratings downgrades on AIG’s
businesses, see “Certain Factors Affecting AIG’s Business —
AIG’s Credit Ratings” in Item 1. Business.

Despite industry price erosion in some classes of general
insurance, AIG expects to continue to identify profitable op-
portunities and build attractive new General Insurance busi-
nesses as a result of AIG’s broad product line and extensive
distribution networks. AIG expects total General Insurance
premiums to increase for 2005 and expects cash flow for in-
vestments to remain strong. Thus, General Insurance net in-
vestment income is expected to rise in future quarters even in a
continued low interest rate environment.

In China, AIG has wholly-owned life insurance opera-
tions in eight cities. These operations should benefit from
China’s rapid rate of economic growth and growing middle
class, a segment that is a prime market for life insurance. AIG
believes that it may also have opportunities in the future to
grow by entering the group insurance business. However, in
March 20035 it withdrew its application to serve the group
insurance market until certain regulatory issues are resolved.
Among the regulatory issues to be addressed is the response to
AIG’s acknowledgment that certain of its Hong Kong based
agents sold life insurance to customers on the Chinese main-
land in contravention of applicable regulations.

AIG Edison Life, acquired in August 2003, adds to the
current agency force in Japan, and provides alternative distri-
bution channels including banks, financial advisers, and cor-
porate and government employee relationships. AIG Edison
Life’s integration into AIG’s existing Japanese operations will
provide future operating efficiencies. In January 2005, AIG
Star Life entered into an agreement with the Bank of Tokyo
Mitsubishi, one of Japan’s largest banks, to market a multi-
currency fixed annuity. Through ALICO, AIG Star Life and
AIG Edison, AIG has developed a leadership position in the
distribution of annuities through banks. AIG is also a leader in
the direct marketing of insurance products through sponsors
and in the broad market. AIG also expects continued growth
in India, Korea and Vietnam.

Domestically, AIG anticipates continued operating
growth in 2005 as distribution channels are expanded and
new products are introduced. The home service operation has
not met business objectives, although its cash flow has been
strong, and domestic group life/health was also weak in 2004.
AIG expects restructuring efforts in these businesses to show
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positive results by early 2006. AIG American General’s cur-
rent ratings remain equal to or higher than many of its princi-
pal competitors. In addition, recent events have caused
independent producers and distributors of AIG American
General’s products to be more cautious in placing business
with AIG. Therefore, AIG is unable to predict the effect of
these issues on AIG’s business, including any increase in asso-
ciated surrender or replacement activity.

In the airline industry, changes in market conditions are
not immediately apparent in operating results. Lease rates have
firmed considerably, as a result of strong demand spurred by
the recovering global commercial aviation market, especially in
Asia, Sales have begun to increase, and AIG expects an increas-
ing level of interest from a variety of purchasers. Therefore,
AIG believes that the improvements in that market which com-
menced in 2003 will be gradually reflected in ILFC’s results in
2003. In the Capital Markets operations, the integration of AIG
Trading Group Inc. and its subsidiaries into the operations of
AIG Financial Products Corp. and its subsidiaries created oper-
ating efficiencies that will continue to be realized and product
synergies that should enhance 2005 results, although quarter to
quarter variations are to be expected in this transaction-ori-
ented business. AIG also expects increased contributions to Fi-
nancial Services revenues and income from its consumer finance
operations both domestically and overseas. However, the
downgrades of AIG’s credit ratings may adversely affect fund-
ing costs for AIG and its subsidiaries and AIGFP’s ability to
engage in derivative transactions and certain structured prod-
ucts. See “Certain Factors Affecting AIG’s Business — AIG’s
Credit Ratings” in Item 1. Business.

GICs, which are sold domestically and abroad to both
institutions and individuals, are written on an opportunistic
basis when market conditions are favorable. AIG expects to
launch a matched investment program utilizing issuances of
AIG debt securities, which will become AIG’s principal
spread-based investment activity. However, in light of recent
developments, the timing of the launch of this program is
uncertain, Because AIG’s credit spreads in the capital markets
have widened following the ratings declines, there may be a
reduction in the earnings on new business in AIG’s spread
based funding businesses.

AIG has many promising growth initiatives underway
around the world in its insurance and other operations. Coop-
erative agreements such as those with PICC and various banks
in the U.S., Japan and Korea are expected to expand distribu-
tion networks for AIG’s products and provide models for fu-
ture growth.

For a description of “Certain Factors Affecting AIG’s
Business™ see Item 1. Business.




Critical Accounting Estimates

AIG considers its most critical accounting estimates those
with respect to reserves for losses and loss expenses, future
policy benefits for life and accident and health contracts, de-
ferred policy acquisition costs, estimated gross profits for in-
vestment-oriented products, fair value determinations for
certain Capital Markets assets and liabilities and other than
temporary declines in value — investments. These accounting
estimates require the use of assumptions about matters, some
of which are highly uncertain at the time of estimation. To the
extent actual experience differs from the assumptions used,
AIG’s results of operations would be directly affected.

Throughout this Management’s Discussion and Analysis of
Financial Condition and Results of Operations, AIG’s critical
accounting estimates are discussed in detail. The major catego-
ries for which assumptions are developed and used to establish
each critical accounting estimate are highlighted below.

Reserves for Losses and Loss Expenses (General

Insurance):

* Loss trend factors: used to establish expected loss ratios
for subsequent accident years based on premium rate ade-
quacy and the projected loss ratio with respect to prior
accident years.

* Expected loss ratios for the latest accident year: in this
case, accident year 2004 for the year end 2004 loss reserve
analysis. For low-frequency, high-severity classes such as
excess casualty and directors and officers liability (D&O),
expected loss ratios generally are utilized for at least the
three most recent accident years.

» Loss development factors: used to project the reported
losses for each accident year to an ultimate amount.

Future Policy Benefits for Life and Accident and

Health Contracts (Life Insurance & Retirement

Services):

* Interest rates: which vary by geographical region, year of
issuance and products.

» Mortality, morbidity and surrender rates: based upon ac-
tual experience by geographical region modified to allow

for variation in policy form.

Deferred Policy Acquisition Costs (General Insurance):
* Recoverability and eligibility based upon the current terms
and profitability of the underlying insurance contracts.

Estimated Gross Profits (Life Insurance & Retirement

Services):

* Estimated gross profits to be realized over the estimated
duration of the contracts (investment-oriented products) af-
fects the carrying value of deferred policy acquisition costs
under FAS 97. Estimated gross profits include investment
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income and gains and losses on investments less required
interest, actual mortality and other expenses.

Fair Value Determinations of Certain Assets and

Liabilities (Financial Services — Capital Markets):

* Valuation models: utilizing factors, such as market liquid-
ity and current interest, foreign exchange and volatility rates.

* AIG attempts to secure reliable and independent current
market price data, such as published exchange rates from
external subscription services such as Bloomberg or Reuters
or third-party broker quotes for use in this model. When
such prices are not available, AIG uses an internal method-
ology, which includes interpolation from verifiable prices
from trades occurring on dates nearest to the dates of the
transactions.

Other Than Temporary Declines in Value — Investments:
Securities are considered a candidate for impairment based
upon the following criteria:

* Trading at a significant (25 percent or more) discount to
par, amortized cost (if lower) or cost for an extended period
of time (nine months or longer).

* The occurrence of a discrete credit event resulting in the debtor
default, seeking bankruptcy or insolvency protection or volun-
tary reorganization.

* The possibility of non-realization of a full recovery on its
investment, irrespective of the occurrence of one of the fore-
going events.

(‘)__pvelrating Review

General Insurance Operations

AIG’s General Insurance subsidiaries are multiple line compa-
nies writing substantially all lines of property and casualty
insurance both domestically and abroad. See “General Insur-
ance Operations” in Item 1. Business for more information
relating to General Insurance subsidiaries.

As previously noted, AIG believes it should present and
discuss its financial information in a manner most meaningful
to its investors. Accordingly, in its General Insurance business,
AIG uses certain non-GAAP measures, where AIG has deter-
mined these measurements to be useful and meaningful.

A critical discipline of a successful general insurance busi-
ness is the objective to produce operating income from under-
writing exclusive of investment-related income. When
underwriting is not profitable, premiums are inadequate to
pay for insured losses and underwriting related expenses. In
these situations, the addition of general insurance related in-
vestment income and realized capital gains may, however,
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enable a general insurance business to produce operating in-
come. For these reasons, AIG views underwriting profit to be
critical in the overall evaluation of performance. Although in
and of itself not a GAAP measurement, AIG believes that
underwriting profit is a useful and meaningful disclosure. See
also the discussion under “Liquidity” herein.

Underwriting profit is measured in two ways: statutory
underwriting profit and Generally Accepted Accounting Prin-
ciples (GAAP) underwriting profit.

Statutory underwriting profit is derived by reducing net
premiums earned by net losses and loss expenses incurred and
net expenses incurred. Statutory accounting generally requires
immediate expense recognition and ignores the matching of
revenues and expenses as required by GAAP. That is, for stat-
utory purposes, expenses are recognized immediately, not
over the same period that the revenues are earned.

A basic premise of GAAP accounting is the recognition of
expenses at the same time revenues are earned, the accounting
principle of matching. Therefore, to convert underwriting re-
sults to a GAAP basis, acquisition expenses are deferred (de-
ferred policy acquisition costs (DAC)) and amortized over the
period the related net premiums written are earned. Accord-
ingly, the statutory underwriting profit has been adjusted as a
result of acquisition expenses being deferred as required by
GAAP. DAC is reviewed for recoverability, and such review
requires management judgment, See also “Critical Accounting
Fstimates” herein and Notes 1, 2 and 4 of Notes to Financial
Statements.
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AIG, along with most General Insurance companies, uses
the loss ratio, the expense ratio and the combined ratio as
measures of underwriting performance. The loss ratio is the
sum of losses and loss expenses incurred divided by net premi-
ums earned. The expense ratio is statutory underwriting ex-
penses divided by net premiums written. The combined ratio
is the sum of the loss ratio and the expense ratio. These ratios
are relative measurements that describe, for every $100 of net
premiums earned or written, the cost of losses and statutory
expenses, respectively. The combined ratio presents the total
cost per $100 of premium production. A combined ratio be-
low 100 demonstrates underwriting profit; a combined ratio
above 100 demonstrates underwriting loss.

Net premiums written are initially deferred and earned
based upon the terms of the underlying policies. The net
unearned premium reserve constitutes deferred revenues
which are generally earned ratably over the policy period.
Thus, the net unearned premium reserve is not fully recog-
nized in income as net premiums earned until the end of the
policy period.

The underwriting environment varies from country to
country, as does the degree of litigation activity. Regulation,
product type and competition have a direct effect on pricing
and consequently on profitability as reflected in underwriting
profit and statutory general insurance ratios.




General Insurance operating income is comprised of underwriting
profit (loss), net investment income and realized capital gains and
losses. These components, as well as net premiums written, net
premiums earned and statutory ratios for 2004, 2003 and 2002
were as follows:

2004 2003 2002
(in millions, except ratios) (Restated) (Restated)
Net premiums written:
Domestic General
DBG $22,504 $ 19563 §$ 14,326
Transatlantic 3,749 3,341 2,500
Personal Lines 4,354 3,732 3,208
Mortgage Guaranty 607 531 508
Foreign General 9,393 7,855 6,168
Total $40,607 $ 35022 $ 26,710
Net premiums earned:
Domestic General
DBG $21,202 $ 16,794 $ 12,185
Transatlantic 3,661 3,171 2,370
Personal Lines 4,291 3,678 2,939
Mortgage Guaranty 539 496 502
Foreign General 8,818 7,248 5,576
Total $38,511 $ 31,387 § 23572
Underwriting profit (loss)(@):
Domestic General
DBG $(1,242)(0)$ 484 §
Transatlantic (47) 109 (57)(c)
Personal Lines 159 182 (136)(d)
Mortgage Guaranty 278 264 247
Foreign Generai(e) 703(/) 1,035 497
Total $ (149) $ 2074 & (1,017)
Net investment income:
Domestic General
DBG $1927 $ 1387 $ 1,452
Transatlantic 307 271 252
Personal Lines 193 158 184
Mortgage Guaranty 120 142 139
Intercompany
adjustments and
eliminations — net - 7 23
Foreign General 619 562 373
Total $3166 $ 2527 $ 2423
Realized capita!l gains
(losses) 220 (62) (368)
Operating income(4) $32376)$ 4539 $ 1,038(¢
Domestic General:
Loss ratio 83.83 78.42 90.06
Expense ratio 18.94 16.91 18.98
Combined ratio 102.77 95.33 109.04
Foreign General:
Loss ratio 61.70 55.59 60.83
Expense ratio(¢) 29.08 27.70 30.03
Combined ratiofe) 90.78 83.29 90.86
Consolidated:
Loss ratio(8 78.76 73.14 83.15
Expense ratio 21.29 19.33 21.53
Combined ratio 100.05 92.47 104.68

(a) Catastrophe losses for 2004 by reporting unit were: DBG $582 mil-
lion, Personal Lines $23 million, Transatlantic $215 million and For-
eign General $232 million. Catastrophe losses for 2003 by reporting
unit were: DBG $48 million, Personal Lines $5 million, Transatlantic
§4 million and Foreign General $26 million. Catastrophe losses in
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2002 by reporting unit were: DBG $20 million and Foreign General
$41 million.

(b) Includes fourth quarter charge of $700 million attributable to the
change in estimate for asbestos and environmental reserves.

{c) Includes loss reserve charge of $2.1 billion in the aggregate.

(d) Includes 21st Century’s loss adjustment expense pretax provision of
$43 million for SB1899 Northridge earthquake claims.

(e) Includes the results of wholly owned AIU agencies.

(f) Includes fourth quarter charge of $150 million attributable to the
change in estimate for asbestos and environmental reserves.

(g) The effect of the asbestos and environmental charge on the loss ratio
was an increase of 2.21 in 2004. The effect of catastrophe losses on the
loss ratio was an increase of 2.74 in 2004 and 0.26 in both 2003 and
2002. The effect of the loss reserve charge on the loss ratio was an
increase of an additional 8.91 in 2002.

General Insurance Results

General Insurance operating income in 2004 showed positive
results, even after accounting for catastrophe losses and the
charge for asbestos and environmental exposures. Net invest-
ment income and the capital gains realized in 2004 rather than
the capital losses realized in 2003 and 2002 also benefitted

(1,568)(¢) General Insurance results.

Like most AIG units, DBG benefited in 2004 from the
flight to quality, a strong profit center focus and growing
distribution channels. Overall, DBG’s net premiums written
increased in 2004 and 2003. Domestic property-casualty rates
are generally satisfactory at this time, although in some classes
of business, including property, D& O and energy, rates
should be firmer. The underwriting loss in 2004 resulted from
the fourth quarter charge attributable to the change in esti-
mate for asbestos and environmental reserves and catastrophe
losses. Lexington, the largest excess and surplus lines carrier
and a major underwriter of property insurance, was also sig-
nificantly affected by catastrophe losses.

Transatlantic’s net premiums written and net premiums
earned increased as a result of growth in its international
business. However, Transatlantic’s results were substantially
affected by record catastrophes in the U.S. and around the
world.

Net premiums written in personal lines operations for
2004 and 2003 include $359 million and $159 million, re-
spectively, from the domestic insurance operations of GE that
were acquired in August 2003. The increase in net premiums
written apart from this acquisition resulted from increased
marketing efforts as well as rate increases in several states.
The underwriting profit in 2003 resulted from premium rate
increases and growth in net premiums written and earned.
Underwriting profits are expected to continue to improve in
2005 as a result of continued marketing efforts and loss cost
stabilization.
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Net premiums written by Mortgage Guaranty operations
increased 14.2 percent in 2004 over 2003. UGC achieved re-
cord premiums in 2004, excellent underwriting results that
are substantially better than the overall mortgage guaranty
insurance industry, and continued expansion of its interna-
tional operations.

Foreign General Insurance had excellent results in 2004,
achieving a combined ratio of 90.78 even after sustaining
$232 million in catastrophe losses. Growth in net premiums
written was due to premium rate increases as well as new
business and new distribution channels. Every major region of
the worldwide network contributed to this performance. The
Far East region had good results despite several typhoon
losses. In Japan, corporate and personal accident business ex-
panded. Commercial lines in Europe continue to exhibit
strong growth, as did personal lines operations in Brazil and
Latin America. Additionally, AIG’s joint venture in India has
expanded its commercial lines leadership among the private
sector companies.

AlG transacts business in most major foreign currencies. The
following table summarizes the effect of changes in foreign cur-
rency exchange rates on the growth of General Insurance net
premiums written:

2004

Growth in original currency 13.8%
Foreign exchange effect 2.1
Growth as reported in U.S. dollars 15.9%

AIG’s General Insurance results reflect the net effect on
incurred losses from catastrophes of $1.05 billion, $83 million
and $61 million in 2004, 2003 and 2002, respectively. The
effect on losses caused by catastrophes can fluctuate widely
from year to year, making comparisons of recurring type busi-
ness more difficult. With respect to catastrophe losses, AIG
believes that it has taken appropriate steps, such as careful
exposure selection and obtaining reinsurance coverage, to re-
duce the effect of the magnitude of possible future losses. The
occurrence of one or more catastrophic events of unantici-
pated frequency or severity, such as a terrorist attack, earth-
quake or hurricane, that causes insured losses, however, could
have a material adverse effect on AIG’s results of operations,
liquidity or financial condition.

General Insurance net investment income grew in 2004
when compared to 2003. AIG is benefiting from strong cash
flow as well as increased partnership income. In 2003, net
investment income increased slightly when compared to 2002.
As AIG believes that net premiums written will continue to
increase in 2005, AIG expects that cash flow for investment
will continue to be strong, resulting in growth in net invest-
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ment income in 2005. See also the discussion under “Liquid-
ity”” herein and Note 8 of Notes to Financial Statements.

Realized capital gains and losses resulted from the ongoing
investment management of the General Insurance portfolios
within the overall objectives of the General Insurance opera-
tions. The realized capital gains in 2004 reflect an improved
economy and stronger corporate balance sheets with signifi-
cantly fewer impairments. Realized capital losses in 2003 and
2002 were reflective of weakness in the equity markets in early
2003 and prior periods and impairment loss provisions for
both equity and fixed income holdings in all three years. See the
discussion on “Valuation of Invested Assets” herein.

The contribution of General Insurance operating income
to AIG’s consolidated income before income taxes, minority
interest and cumulative effect of accounting changes was
21.7 percent in 2004, compared to 38.9 percent in 2003 and
13.0 percent in 2002. The decrease in contribution percentage
in 2004 was largely the result of the effects of catastrophe
losses and the fourth quarter charge for asbestos and environ-
mental exposures, while the increase of 2003 over 2002 re-
flected the $2.1 billion loss reserve charge in 2002.

In 2002, AIG’s General Insurance results reflect the net
effect of the loss reserve charge of $2.1 billion with respect to
accident years 1997 through 2001. Such charge was the result
of AIG’s annual year-end review of General Insurance loss
reserves. On a gross basis, incurred losses included $2.8 bil-
lion attributable to the loss reserve charge.

Reinsurance

AIG is a major purchaser of reinsurance for its General Insur-
ance operations. AIG insures risks globally, and its reinsur-
ance programs must be coordinated in order to provide AIG
the level of reinsurance protection that AIG desires. Reinsur-
ance is an important risk management tool to manage transac-
tion and insurance line risk retention at prudent levels set by
management. AIG also purchases reinsurance to mitigate its
catastrophic exposure. AIG is cognizant of the need to exer-
cise good judgment in the selection and approval of both do-
mestic and foreign companies participating in its reinsurance
programs because one or more catastrophe losses could nega-
tively affect AIG’s reinsurers and result in an inability of AIG
to collect reinsurance recoverables. AIG’s reinsurance depart-
ment evaluates catastrophic events and assesses the
probability of occurrence and magnitude of catastrophic
events through the use of state-of-the-art industry recognized
program models among other techniques. AIG supplements
these models through continually monitoring the risk exposure
of AIG’s worldwide General Insurance operations and adjust-
ing such models accordingly. While reinsurance arrangements




do not relieve AIG from its direct obligations to its insureds, an
efficient and effective reinsurance program substantially limits
AIG’s exposure to potentially significant losses.

AIG’s consolidated general reinsurance assets amounted
to $18.57 billion at December 31, 2004 and resulted from
AlIG’s reinsurance arrangements. Thus, a credit exposure ex-
isted at December 31, 2004 with respect to reinsurance recov-
erable to the extent that any reinsurer may not be able to
reimburse AIG under the terms of these reinsurance arrange-
ments. AIG manages its credit risk in its reinsurance relation-
ships by transacting with reinsurers that it considers
financially sound, and when necessary AIG holds substantial
collateral in the form of funds, securities and/or irrevocable
letters of credit. This collateral can be drawn on for amounts
that remain unpaid beyond specified time periods on an indi-
vidual reinsurer basis. At December 31, 2004, approximately
43 percent of the general reinsurance assets were from unau-
thorized reinsurers. In order to obtain statutory recognition,
the majority of these balances were collateralized. The re-
maining 57 percent of the general reinsurance assets were
from authorized reinsurers. The terms authorized and unau-
thorized pertain to regulatory categories, not creditworthi-
ness. Approximately 90 percent of the balances with respect
to authorized from rated
A (excellent) or better, as rated by A.M. Best, or A (strong) or
better, as rated by Standard & Poor’s. These ratings are mea-
sures of financial strength.

reinsurers are reinsurers

AIG maintains a reserve for estimated unrecoverable rein-
surance, but it has been largely successful in its previous re-
covery efforts. At December 31, 2004, AIG had allowances
for unrecoverable reinsurance approximating $400 million.
At that date, AIG had no significant reinsurance recoverables
due from any individual reinsurer that was financially troub-
led (e.g., liquidated, insolvent, in receivership or otherwise
subject to formal or informal regulatory restriction),

AIG’s Reinsurance Security Department conducts ongo-
ing detailed assessments of the reinsurance markets and cur-
rent and potential reinsurers, both foreign and domestic. Such
assessments include, but are not limited to, identifying if a
reinsurer is appropriately licensed and has sufficient financial
capacity, and evaluating the local economic environment in
which a foreign reinsurer operates. This department also re-
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views the nature of the risks ceded and the requirements for
credit risk mitigants. For example, in AIG’s treaty reinsurance
contracts, AIG includes provisions that frequently require a
reinsurer to post collateral when a referenced event occurs.
Furthermore, AIG limits its unsecured exposure to reinsurers
through the use of credit triggers, which include, but are not
limited to, insurer financial strength rating downgrades, poli-
cyholder surplus declines at or below a certain predetermined
level or a certain predetermined level of a reinsurance recover-
able being reached. In addition, AIG’s Credit Risk Committee
reviews the credit limits for and concentrations with any one
reinsurer.

AIG enters into intercompany reinsurance transactions,
primarily through AIRCO, for its General Insurance and Life
Insurance operations. AIG enters into these transactions as a
sound and prudent business practice in order to maintain un-
derwriting control and spread insurance risk among AIG’s
various legal entities. These reinsurance agreements have been
approved by the appropriate regulatory authorities. All mate-
rial intercompany transactions have been eliminated in con-
solidation. AIG generally obtains letters of credit in order to
obtain statutory recognition of these intercompany reinsur-
ance transactions. At December 31, 2004, approximately
$3.3 billion of letters of credit were outstanding to cover in-
tercompany reinsurance transactions with AIRCO or other
General Insurance subsidiaries.

At December 31, 2004, the consolidated general reinsur-
ance assets of $18.57 billion include reinsurance recoverables
for paid losses and loss expenses of $819 million and
$14.62 billion with respect to the ceded reserve for losses and
loss expenses, including ceded losses incurred but not reported
(IBNR) (ceded reserves). The ceded reserves represent the ac-
cumulation of estimates of ultimate ceded losses including
provisions for ceded IBNR and loss expenses. The methods
used to determine such estimates and to establish the resulting
ceded reserves are continually reviewed and updated by man-
agement. Any adjustments thereto are reflected in income cur-
rently. It is AIG’s belief that the ceded reserves at
December 31, 2004 were representative of the ultimate losses
recoverable. In the future, as the ceded reserves continue to
develop to ultimate amounts, the ultimate loss recoverable
may be greater or less than the reserves currently ceded.
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Reserve for Losses and Loss Expenses

The table below classifies as of December 31, 2004 the compo-
nents of the General Insurance reserve for losses and loss ex-
penses (loss reserves) with respect to major lines of business on
a statutory basis*:

(in millions)

Other liability occurrence $16,223
Other liability claims made 10,358
Workers compensation 9,208
Auto liability 5,548
Property 4,098
International 3,490
Reinsurance 2,415
Medical malpractice 2,145
Aircraft 1,663
Products liability 1,384
Commercial multiple peril 1,137
Accident and health 1,090
Fidelity/surety 960
Other 2,652
Total $62,371

* Presented pursuant to statutory reporting requirements as prescribed
by the National Association of Insurance Commissioners.

These loss reserves represent the accumulation of esti-
mates of ultimate losses, including IBNR and loss expenses on
a statutory accounting basis.

At December 31, 2004, General Insurance net loss
reserves increased $11.01 billion from the prior year end to
$47.7 billion. The net loss reserves represent loss reserves re-
duced by reinsurance recoverables, net of an allowance for
unrecoverable reinsurance and the discount for future invest-
ment income. The table below classifies the components of the
General Insurance net loss reserves by business unit as of De-
cember 31, 2004.

(in millions)

DBGw $32,849
Personal Lines) 2,310
Transatlantic 4,981
Mortgage Guaranty 352
Foreign General 7,255
Total Net Loss Reserve $47,747

(a}) DBG loss reserves include approximately $3.26 billion ($3.91 billion

before discount) related to business written by DBG but ceded to

AIRCO and reported in AIRCO'’s statutory filings. DBG loss reserves

also include approximately $3.02 billion and $263 million related to

business ceded to Union Excess and Richmond, respectively, and are
now included in AIG’s results as a result of insufficient risk transfer
and the consolidation of these entities.

Personal Lines loss reserves include $668 million related to business

ceded to DBG and reported in DBG’s statutory filings.

(c) Foreign General loss reserves include approximately $1.77 billion
related to business reported in DBG’s statutory filings. Foreign Gen-
eral loss reserves also include approximately $218 million and
$19 million related to business ceded to Union Excess and Richmond,
respectively, but now included in AIG’s results as a result of insuffi-
ctent risk transfer and the consolidation of these entities.

(b

=
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The DBG net loss reserve of $32.85 billion is comprised
principally of the business of AIG subsidiaries participating in
the American Home/National Union pool (11 companies) and
the surplus lines pool (Lexington, Starr Excess Liability Insur-
ance Company and Landmark Insurance Company).

Beginning in 1998, DBG ceded a quota share percentage
of its other liability occurrence and products liability occur-
rence business to AIRCO. The quota share percentage ceded
was 40 percent in 1998, 65 percent in 1999, 75 percent in
2000 and 2001, 50 percent in 2002 and 2003 and 40 percent
in 2004 and covered all business written in these years for
these lines by participants in the American Home/National
Union pool. In 1998 the cession reflected only the other liabil-
ity occurrence business, but in 1999 and subsequent years
included products liability occurrence. AIRCQO’s loss reserves
relating to these quota share cessions from DBG are recorded
on a discounted basis. As of year-end 2004, AIRCO carried a
discount of approximately $651 million applicable to the
$3.91 billion in undiscounted reserves it assumed from the
American Home/National Union pool via this quota share
cession. AIRCO also carries approximately $368 million in
net loss reserves relating to Foreign General insurance busi-
ness. These reserves are carried on an undiscounted basis.

Beginning in 1997, the Personal Lines division ceded a
percentage of all business written by the companies participat-
ing in the personal lines pool to the American Home/National
Union pool. As noted above, the total reserves carried by
participants in the American Home/National Union pool re-
lating to this cession amounted to $668 million as of year-end
2004.

The companies participating in the American Home/Na-
tional Union pool have maintained a participation in the busi-
ness written by AIU for decades. As of year-end 2004, these
AlU reserves carried by participants in the American Home/
National Union pool amounted to approximately $1.77 bil-
lion. The remaining Foreign General reserves are carried by
AIUO, AIRCO, and other smaller AIG subsidiaries domiciled
outside the United States. Statutory filings in the U.S. by AIG
companies reflect all the business written by U.S. domiciled
entities only, and therefore exclude business written by AIUQ,
AIRCO, and all other internationally domiciled subsidiaries.




The total reserves carried at year-end 2004 by AIUO and
AIRCO were approximately $3.21 billion and $3.65 billion,
respectively, AIRCO’s $3.65 billion in total general insurance
reserves consist of approximately $3.26 billion from business
assumed from the American Home/National Union pool and
an additional $368 million relating to Foreign General Insur-
ance business.

At December 31, 2004, AIG’s overall general insurance
net loss reserves reflects a loss reserve discount of $1.55
billion, including tabular and non-tabular calculations. The
tabular workers compensation discount is calculated using a
3.5 percent interest rate and the 1979-81 Decennial Mortality
Table. The non-tabular workers compensation discount is
calculated separately for companies domiciled in New York
and Pennsylvania, and follows the statutory regulations for
each state, For New York companies, the discount is based on
a five percent interest rate and the companies’ own payout
patterns. For Pennsylvania companies, the statute has
specified discount factors for accident years 2001 and prior,
which are based on a six percent interest rate and an industry
payout pattern. For accident years 2002 and subsequent, the
discount is based on the yield of U.S. Treasury securities
ranging from one to twenty years and the company’s own
payout pattern, with the future expected payment for each
year using the interest rate associated with the corresponding
Treasury security yield for that time period. The discount is
comprised of the following: $399 million - tabular discount
for workers compensation in DBG; $503 million — non-
tabular discount for workers compensation in DBG; and,
$651 million —non-tabular discount for other liability
occurrence and products liability occurrence in AIRCO. The
total undiscounted workers compensation loss reserve carried
by DBG is approximately $6.4 billion as of year-end 2004.
The other liability occurrence and products liability
occurrence business in AIRCO that is assumed from DBG is
discounted using a 5.5 percent interest rate and the DBG
payout pattern for this business. The undiscounted reserves
assumed by AIRCO from DBG totaled approximately
$3.91 billion at December 31, 2004.

The methods used to determine loss reserve estimates and
to establish the resulting reserves are continually reviewed and
updated by management. Any adjustments resulting
therefrom are reflected in operating income currently. It is
management’s belief that the General Insurance net loss
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reserves are adequate to cover all General Insurance net losses
and loss expenses as at December 31, 2004. While AIG
annually reviews the adequacy of established loss reserves,
there can be no assurance that AIG’s ultimate loss reserves
will not adversely develop and materially exceed AIG’s loss
reserves as of December 31, 2004. In the opinion of
management, such adverse development and resulting
increase in reserves is not likely to have a material adverse
effect on AIG’s consolidated financial position, although it
could have a material adverse effect on AIG’s consolidated
results of operations for an individual reporting period.

In a very broad sense, the General Insurance loss reserves
can be categorized into two distinct groups. One group is
long-tail casualty lines of business which include excess and
umbrella liability, D&O, professional liability, medical
malpractice, workers compensation, general liability,
products liability, and related classes. The other group is
short-tail lines of business consisting principally of property

lines, personal lines and certain classes of casualty lines.

For operations writing short-tail coverages, such as
property coverages, the process of recording quarterly loss
reserve changes is geared toward maintaining an appropriate
reserve level for the outstanding exposure, rather than
determining an expected loss ratio for current business. For
example, the IBNR reserve required for a class of property
business might be expected to approximate 20 percent of the
latest year’s earned premiums, and this level of reserve would
be maintained regardless of the loss ratio emerging in the
current quarter. The 20 percent factor is adjusted to reflect
changes in rate levels, loss reporting patterns, known
exposures to large unreported losses, or other factors affecting
the particular class of business.

Estimation of ultimate net losses and loss expenses (net
losses) for long-tail casualty lines of business is a complex
process and depends on a number of factors, including the line
and volume of the business involved. Experience in the more
recent accident years of long-tail casualty lines shows limited
statistical credibility in reported net losses because a relatively
low proportion of net losses would be reported claims and
expenses and an even smaller proportion would be net losses
paid. Therefore, IBNR would constitute a relatively high
proportion of net losses.
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AIG’s carried net long-tail loss reserves are tested using
loss trend factors that AIG considers most appropriate for
each class of business. A variety of actuarial methods and
assumnptions is normally employed to estimate net losses for
long-tail casualty lines. These methods ordinarily involve the
use of loss trend factors intended to reflect the estimated an-
nual growth in loss costs from one accident year to the next.
For the majority of long-tail casualty lines, net loss trend fac-
tors approximated five percent. Loss trend factors reflect
many items including changes in claims handling, exposure
and policy forms; current and future estimates of monetary
inflation and social inflation and increases in litigation and
awards. These factors are periodically reviewed and subse-
quently adjusted, as appropriate, to reflect emerging trends
which are based upon past loss experience. Thus, many fac-
tors are implicitly considered in estimating the year to year
growth in loss costs recognized.

A number of actuarial assumptions are made in the re-
view of reserves for each line of business. For longer tail lines
of business, actuarial assumptions generally are made with
respect to the following:

* Loss trend factors which are used to establish expected loss
ratios for subsequent accident years based on the projected
loss ratio for prior accident years.

* Expected loss ratios for the latest accident year (i.e., acci-
dent year 2004 for the year end 2004 loss reserve analysis)
and, in some cases, for accident years prior to the latest
accident year. The expected loss ratio generally reflects the
projected loss ratio from prior accident years, adjusted for
the loss trend (see above) and the effect of rate changes and
other quantifiable factors. For low-frequency, high-severity
classes such as excess casualty and D&O, expected loss
ratios generally are utilized for at least the three most recent
accident years.

* Loss development factors which are used to project the re-
ported losses for each accident year to an ultimate basis.

AIG records quarterly changes in loss reserves for each of
its many General Insurance profit centers. The overall change
in AIG’s loss reserves is based on the sum of these profit center
level changes. For most profit centers which write longer tail
classes of casualty coverage, the process of recording quarterly
loss reserve changes involves determining the estimated
current loss ratio for each class of coverage. This loss ratio is
multiplied by the current quarter’s net earned premium for
that class of coverage to determine the quarter’s total
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estimated net incurred loss and loss expense. The change in
loss reserves for the quarter for each class is thus the difference
between the net incurred loss and loss expense, estimated as
described above, and the net paid losses and loss expenses in
the quarter.

The process of determining the current loss ratio for each
class or business segment begins in the profit centers in the
latter part of the previous year. The loss ratios determined for
each profit center are based on a variety of factors, These
include, but are not limited to, the following considerations:
prior accident year and policy year loss ratios; actual and
anticipated rate changes; actual and anticipated changes in
coverage, reinsurance, or mix of business; actual and antici-
pated changes in external factors affecting results, such as
trends in loss costs or in the legal and claims environment.
Each profit center’s loss ratio for the following year is subject
to review by the profit center’s management, by actuarial and
accounting staffs, and ultimately by senior management. At
the close of each quarter, the assumptions underlying the loss
ratios are reviewed to determine if the loss ratios based
thereon remain appropriate. This process includes a review of
the actual claims experience in the quarter, actual rate changes
achieved, actual changes in coverage, reinsurance or mix of
business, and changes in certain other factors that may affect
the loss ratio. When this review suggests that the initially
determined loss ratio is no longer appropriate, the loss ratio
for current business would be changed to reflect the revised
assumptions.

A comprehensive annual loss reserve review is conducted
in the fourth quarter of each year for each AIG General
Insurance subsidiary. These reviews are conducted in full
detail for each class or line of business for each subsidiary, and
thus consist of literally hundreds of individual analyses. The
purpose of these reviews is to confirm the reasonableness of
the reserves carried by each of the individual subsidiaries, and
thereby of AIG’s overall carried reserves. The reserve analysis
for each business class is performed by the actuarial personnel
who are most familiar with that class of business. In
completing these detailed actuarial reserve analyses, the
actuaries are required to make numerous assumptions,
including for example the selection of loss development
factors and loss cost trend factors. They are also required to
determine and select the most appropriate actuarial method(s)
to employ for each business class. Additionally, they must
determine the appropriate segmentation of data or segments
from which the adequacy of the reserves can be most




accurately tested. In the course of these detailed reserve
reviews for each business segment, a point estimate of the loss
reserve is generally determined. The sum of these point
estimates for each of the individual business classes for each
subsidiary provides an overall actuarial point estimate of the
loss reserve for that subsidiary. The overall actuarial point
estimate is compared to the subsidiary’s carried loss reserve. If
the carried reserve can be supported by actuarial methods and
assumptions which are also believed to be reasonable, then the
carried reserve would generally be considered reasonable and
no adjustment would be considered. The ultimate process by
which the actual carried reserves are determined considers not
only the actuarial point estimate but a myriad of other factors.
Other crucial internal and external factors considered include
a qualitative assessment of inflation and other economic
conditions in the United States and abroad, changes in the
legal, regulatory, judicial and social environments, underlying
policy pricing, terms and conditions, and claims handling.
affected by
commutations of assumed and ceded reinsurance agreements.

Loss reserve development can also be

With respect to the 2004 year-end actuarial loss reserve
analysis for DBG, the actuaries continued to utilize the
modified assumptions which gave additional weight to actual
loss development from the more recent years, as identified
during the 2002 and 2003 analysis, with appropriate
adjustments to account for the additional year of loss
experience which emerged in 2004. Although the actuaries
continued to use actuarial assumptions that rely on expected
loss ratios based on the results of prior accident years, the
expected loss ratio assumptions used continue to give far
greater weight to the more recent accident year experience
than was the case in the prior year-end assumptions. For
example, for the excess casualty lead umbrella class of
business, 100 percent weight was given to the experience of
accident years 1998-2001, with no weight given to the more
favorable experience of accident years prior to 1998.

AIG’s annual loss reserve review does not calculate a
range of loss reserve estimates. Because a large portion of the
loss reserves from AIG’s General Insurance business relates to
long-tail casualty lines driven by severity rather than
frequency of claims, such as excess casualty and D&O,
developing a range around loss reserve estimates would not be
meaningful. An estimate is calculated which AIG’s actuaries
believe provides a reasonable estimate of the required reserve.
This amount is then evaluated against actual carried reserves.
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There is potential for significant variation in the
development of loss reserves, particularly for long-tail
casualty classes of business such as excess casualty, when
actual costs differ from the assumptions used to test the
reserves. Such assumptions include those made for loss trend
factors and loss development factors, as described earlier. Set
forth below is a sensitivity analysis demonstrating the
estimated effect on the loss reserve position of alternative loss
trend or loss development factor assumptions as compared to
those actually used to test the carried reserves.

For the excess casualty class of business the assumed loss
cost trend was five percent. Thus, in establishing the expected
loss ratios for accident years 2002 through 2004, the loss
costs from accident years 1998 through 2001 were trended by
this five percent factor per annum. A five percent change in the
assumed loss cost trend from each accident year to the next
would cause approximately a $600 million change (either
positively or negatively) to the net loss and loss expense
For the D&O and related
management liability classes of business the assumed loss cost

reserve for this business.
trend was four percent. Thus, in establishing the expected loss
ratios for accident years 2002 through 2004, the loss costs
from accident years 1997 through 2001 were trended by this
four percent factor per annum. A five percent change in this
assumed loss cost trend would cause approximately a
$500 million change (either positively or negatively) to the net
loss and loss expense reserve for such business. For healthcare
liability business, including hospitals and other healthcare
exposures, a five percent change in the assumed loss cost trend
would cause approximately a $150 million change (either
positively or negatively) to the loss and loss expense reserve
for this business. Actual loss cost trends in the early 1990’s
were negative for these classes, whereas in the late 1990’s loss
costs trends ran well into the double digits for each of these
three classes. The sharp increase in loss costs in the late 1990°s
was thus much greater than the five percent changes cited
above, and caused significant increases in the overall loss
reserve needs for these classes. While changes in the loss cost
trend assumptions can have a significant effect on the reserve
needs for other smaller classes of liability business, the
potential effect of these changes on AIG’s overall carried
reserves would be much less than for the classes noted above.

For the excess casualty class, if future loss development
factors differed by five percent from those utilized in the year-
end 2004 loss reserve review, there would be approximately a
$450 million change (either positively or negatively) to the
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overall AIG loss reserve position. The comparable effect on
the D& O and related management liability classes would be
approximately $200 million (either positive or negative) if
future loss development factors differed by five percent from
those utilized in the year-end 2004 loss reserve review. For
healthcare liability classes, the effect would be approximately
$125 million (either positive or negative). For workers
compensation reserves, the effect of a five percent deviation
from the loss development factors utilized in the year-end
2004 reserve reviews would be approximately $750 million
(either positive or negative). Because loss development factors
for this class have shown less volatility than higher severity
classes such as excess casualty, however, actual changes in loss
development factors are expected to be less than five percent.
There is some degree of volatility in loss development patterns
for other longer tail liability classes as well. However, the
potential effect on AIG’s reserves would be much less than for

the classes cited above.

The calculations of the effect of the five percent change in
loss development factors are made by selecting the stage of
accident year development where it is believed reasonable for
such a deviation to occur. For example, for workers
compensation, the $750 million amount is calculated by
assuming that each of the most recent eight accident years
develop five percent higher than estimated by the current loss
development factors utilized in the reserve study, ie. the
factor 1.05 is multiplied by the incurred losses (including
IBNR and loss expenses) for these accident years.

AIG management believes that using a five percent change
in the assumptions for loss cost trends and loss development
factors provides a reasonable benchmark for a sensitivity
analysis of the reserves of AIG’s most significant lines of
general insurance business. For excess casualty business, both
the loss cost trend and the loss development factor
assumptions are critical. Generally, actual historical loss
development factors are used to project future loss
development. However, there can be no assurance that future
loss development patterns will be the same as in the past.
Moreover, as excess casualty is a long-tail class of business,
any deviation in loss cost trends or in loss development factors
might not be discernible for an extended period of time
subsequent to the recording of the initial loss reserve estimates
for any accident year. Thus, there is the potential for the
reserves with respect to a number of accident years to be
significantly affected by changes in the loss cost trends or loss
development factors that were initially relied upon in setting
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the reserves. These changes in loss trends or loss development
factors could be attributable to changes in inflation or in the
judicial environment, or in other social or economic
phenomena affecting claims. For example, during the lengthy
periods during which losses develop for excess casualty, actual
changes in loss costs from one accident year to the next have
ranged from negative values to double-digit amounts. Thus,
there is the potential for significant volatility in loss costs for
excess casualty and, although five percent is considered a
reasonable benchmark for sensitivity analysis for this
business, there is the potential for variations far greater than
this amount (either positive or negative). Likewise, in the
judgment of AIG’s actuaries, five percent is considered an
appropriate benchmark for sensitivity analysis with respect to
the loss development factor assumptions used to test the
reserves. It should be noted that the loss cost trend factor for
excess casualty was reduced to five percent in the year-end
2004 loss reserve review compared to the 7.5 percent loss
trend factor used in the 2003 review for excess casualty. This
reduction was made by AIG’s actuaries in response to a
significant favorable loss trend that had emerged from
accident year 2000 to 2001, This favorable trend appears to
be continuing in accident years 2002 and 2003, although
these accident years are still immature.

For D&O and related management liability classes of
business, the loss cost trend assumption is critical. The loss
development factor assumption is important but less critical
than for excess casualty. As this coverage is written on a
claims-made basis, claims for a given accident year are all
reported within that year. Actual changes in loss costs from
one accident year to the next in the 1990s ranged from double
digit negative values for several accident years in the early
1990s to nearly 50 percent per vear for the period from
accident year 1996 to accident year 1999. Thus, there is the
potential for extreme volatility in loss costs for this business
and, although five percent is considered a reasonable
benchmark for sensitivity analysis, there is the potential for
variations far greater than this amount (either positive or
negative). Five percent is also considered an appropriate
benchmark for sensitivity analysis with respect to the loss
development factor assumptions used to test the reserves for
these classes. However, as noted above, the effect of such a
deviation is less than that of a similar deviation in loss cost
trends. It should be noted that the loss cost trend factor for
D&O and related management liability classes was reduced to
four percent in the year end 2004 loss reserve reviews
compared to six percent in the 2003 review. This reduction




was made by AIG’s actuaries in response to a relative
stabilization in loss costs from accident year 1999 to 2001
following the period of sharp increases in loss costs through
1999. The stabilization in loss costs appears to be continuing
in accident years 2002 and 2003, although these accident
years are still immature.

For healthcare liability classes, both the loss cost trend
and the loss development factor assumptions are critical. The
nature of the potential volatility would be analogous to that
described above for the excess casualty business. However,
AIG’s volume of business in the healthcare classes is much
smaller than for excess casualty, hence the potential effect on
AIG’s overall reserves is smaller for these classes than for
excess casualty. AIG’s healthcare liability business includes
both primary and excess exposures.

For workers compensation, the loss development factor
assumptions are important. Generally, AIG’s actual historical
workers compensation loss development would be expected
to provide a reasonably accurate predictor of future loss
development. A five percent sensitivity indicator for workers
compensation would thus be considered to be toward the high
end of potential deviations for this class of business. AIG’s
workers compensation reserves include a small portion
relating to excess workers compensation coverage. The
analysis applicable to excess casualty would apply to these
reserves. However, the volume of such business is de minimis
compared to the volume of excess casualty. The loss cost trend
assumption for workers compensation is not believed to be
material with respect to AIG’s loss reserves other than for that
portion representing excess workers compensation. This is
primarily because AIG’s actuaries are generally able to use
loss development projections for all but the most recent
accident year’s reserves, so there is limited need to rely on loss

cost trend assumptions for workers’ compensation business.

For casualty business other than the classes noted above,
there is generally some potential for deviation in both the loss
cost trend and loss development factor selections. However,
the effect of such deviations would not be material when

compared to the effect cited above for excess casualty and
D&O.

The comprehensive annual loss reserve review process
results in an accumulation of point estimates for AIG’s
General Insurance business. The loss reserve carried at year-
end 2004 for AIG’s

approximately equal to the aggregate reserve indicated by the

General Insurance business was

American International Group, Inc. and Subsidiaries

This
improvement of approximately two percent from AIG’s

actuarial point estimates. represents a relative
position as of December 31, 2003. This comparison excludes
the reserves relating to asbestos and environmental exposures,
which are calculated using different methodologies, as

described below.

Asbestos and Environmental Reserves

The estimation of loss reserves relating to asbestos and
environmental claims on insurance policies written many
years ago is subject to greater uncertainty than other types of
claims due to inconsistent court decisions as well as judicial
interpretations and legislative actions that in some cases have
tended to broaden coverage beyond the original intent of such
policies and in others have expanded theories of liability. The
insurance industry as a whole is engaged in extensive litigation
over these coverage and liability issues and is thus confronted
with a continuing uncertainty in its efforts to quantify these

eEXposures.

AIG continues to receive claims asserting injuries from
toxic waste, hazardous substances, and other environmental
pollutants and alleged damages to cover the cleanup costs of
hazardous waste dump sites, referred to collectively as
environmental claims, and indemnity claims asserting injuries
from asbestos.

The vast majority of these asbestos and environmental
claims emanate from policies written in 1984 and prior years.
Commencing in 19835, standard policies contained an absolute
exclusion for pollution related damage and an absolute
asbestos exclusion was also implemented. However, AIG
currently underwrites environmental impairment liability
insurance on a claims-made basis and has excluded such
claims from the analysis herein.

The majority of AIG’s exposures for asbestos and
environmental claims are excess casualty coverages, not
primary coverages. Thus, the litigation costs are treated in the
same manner as indemnity reserves. That is, litigation
expenses are included within the limits of the liability AIG
incurs. Individual significant claim liabilities, where future
litigation costs are reasonably determinable, are established
on a case basis.

Estimation of asbestos and environmental claims loss
reserves is a subjective process and reserves for asbestos and
environmental claims cannot be estimated using conventional
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reserving techniques such as those that rely on historical

accident year loss development factors.

Significant factors which affect the trends that influence
the asbestos and environmental claims estimation process are
the inconsistent court resolutions and judicial interpretations
which broaden the intent of the policies and scope of
coverage. The current case law can be characterized as still
evolving, and there is little likelihood that any firm direction
will develop in the near future. Additionally, the exposures for
cleanup costs of hazardous waste dump sites involve issues
such as allocation of responsibility among potentially
responsible parties and the government’s refusal to release

parties.

Due to this uncertainty, it is not possible to determine the
future development of asbestos and environmental claims
with the same degree of reliability as with other types of
claims. Such future development will be affected by the extent
to which courts conrinue to expand the intent of the policies
and the scope of the coverage, as they have in the past, as well
as by the changes in Superfund and waste dump site coverage
issues. If the asbestos and environmental reserves develop
deficiently, such deficiency would have an adverse effect on
AIG’s future results of operations. AIG does not discount
asbestos and environmental reserves.

With respect to known asbestos and environmental
claims, AIG established over a decade ago specialized toxic
tort and environmental claims units, which investigate and
adjust all such asbestos and environmental claims. These units
evaluate these asbestos and environmental claims utilizing a
claim-by-claim approach that involves a detailed review of
individual policy terms and exposures. Because each
policyholder presents different liability and coverage issues,
AIG generally evaluates exposure on a policy-by-policy basis,
considering a variety of factors such as known facts, current
law, jurisdiction, policy language and other factors that are
unique to each policy. Quantitative techniques have to be
supplemented by subjective considerations including
management judgment. Each claim is reviewed at least semi-
annually utilizing the aforementioned approach and adjusted

as necessary to reflect the current information.

In both the specialized and dedicated asbestos and
environmental claims units, AIG actively manages and
pursues early settlement with respect to these claims in an
attempt to mitigate its exposure to the unpredictable
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development of these claims. AIG attempts to mitigate its
known long-tail environmental exposures by utilizing a
combination of proactive claim-handling techniques including
environmental releases,

policy buybacks, complete

compromise settlements, and, where indicated, litigation,

With respect to asbestos claims handling, AIG’s
specialized claims staff operates to mitigate losses through
proactive handling, supervision and resolution of asbestos
cases. Thus, while AIG has resolved all claims with respect to
miners and major manufacturers (Tier One), its claims staff
continues to operate under the same proactive philosophy to
resolve claims involving accounts with products containing
asbestos (Tier Two), products containing small amounts of
asbestos, companies in the distribution process, and parties
with remote, ill defined involvement in asbestos (Tiers Three
and Four). Through its commitment to appropriate staffing,
training, and management oversight of asbestos cases, AIG
mitigates to the extent possible its exposure to these claims.

In order to evaluate the overall reasonableness of the
asbestos and environmental reserves established using the
claim-by-claim approach as described above, AIG uses two
methods, the market share method and the frequency/severity
or report year method.

The market share method produces indicated asbestos
and environmental reserve needs by applying the appropriate
AIG market share to estimated potential industry ultimate loss
and loss expenses based on the latest estimates from A.M. Best
and Tillinghast. The market share method is a series of tests.
Six estimates of potential industry ultimate losses for asbestos
and environmental claims are tested. Additionally, a second
series of tests are performed, using estimated industry unpaid
losses, instead of industry ultimate losses. The market share
tests are also performed using estimates of AIG’s market
share. The reason AIG’s market share is an estimate is that
there are assumptions as to which years and classes of
business the asbestos and environmental exposure applies. For
example, commercial multiple peril business is included in the

market share calculation in some, but not all, of the scenarios.

AIG’s estimate of the carried net asbestos and
environmental reserves were approximately $50 million
greater than the mean indication of the outcomes of market
share testing. However, the market share method does not
give weight to AIG’s actual asbestos and environmental loss
experience.




The frequency/severity or report year approach, is also a
series of tests which are performed separately for asbestos and
for environmental exposures. For asbestos, these tests project
the expected losses to be reported over the next twenty years,
i.e. from 2005 through 2024, based on the actual losses
reported through 2004 and the expected future loss
emergence for these claims. Three scenarios are tested, with a
series of assumptions ranging from more optimistic to more
conservative. In the first scenario, all carried asbestos case
reserves, as determined above using the claim-by-claim
approach, are assumed to be within ten percent of their
ultimate settlement value,

The second scenario relies on an actuarial projection of
report year developments for asbestos claims reported from
1993 to the present to estimate case reserve adequacy as of
year-end 2004. The third scenario also relies on an actuarial
projection of report year claims for asbestos, but reflects
claims reported from 1989 to the present to estimate case
reserve adequacy as of year-end 2004. As of year-end 2004,
the results of the second and third scenarios varied
significantly. In the second scenario, case reserves were
indicated to be at slightly less than 60 percent of the ultimate
settlement value at year-end 2004, whereas in the third
scenario they were indicated to be at less than 25 percent of

ultimate settlement value.

Based on the results of the prior report years for each of
the three scenarios described above, the report year approach
then projects forward to the year 2024 the expected future
report year losses, based on AIG’s estimate of reasonable loss
trend assumptions.

These calculations are performed on losses gross of
The IBNR
development of reported claims) on a net basis is based on

reinsurance. (including a provision for
applying a factor reflecting the expected ratio of net losses to
gross losses for future loss emergence.

For environmental claims, an analogous series of
frequency/severity tests are produced. In general, the case
reserve adequacy assumptions are narrower, as case reserve
adequacy is indicated within approximately 25 percent of
adequacy in all scenarios tested. Environmental claims from
future report years (i.e. IBNR) are projected out ten years, i.e.
through the year 2014.

As of year-end 2004, the range of outcomes from the
scenarios tested for environmental ranged from $20 million
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below AIG’s carried reserve to approximately $200 million
greater than AIG’s carried reserve. The range of outcomes for
asbestos was greater. The indication from the first scenario, as
described above, was approximately $140 million below
AIG’s carried reserve. The indication from the second scenario
was approximately $10 million below AIG’s carried reserves.
The indication from the third scenario was approximately
$650 million greater than AIG’s carried reserve.

At year-end 2004, AIG considered a number of factors
and recent experience to determine the appropriate reserve
that should be carried for these claims, including the
following:

1. Actual calendar experience for past ten years, five
years, three vyears, and one year. AIG has experienced
consistent adverse development on its carried asbestos and
environmental reserves over the years. The net carried reserves
from ten years ago have run off $1.45 billion deficient; from
five years ago $430 million deficient; from three years ago
$350 million deficient; and from one year ago $150 million
deficient. Thus the reserves have consistently produced
adverse development per year, with no evidence of recent
improvement. These figures are prior to the year-end 2004
reserve increase.

On a gross of reinsurance basis, the adverse developments
have been analogous, with approximately $450 million in the
latest year and $4.8 billion over the past ten years.

2. Input from claims officers on latest year events.
DBG’s claims officers have observed an increasing trend
toward adverse claims experience in the layers underlying its
excess attachment points for a number of Tier Two claims,
increasing the probability of further adverse loss
developments going forward. They also noted the emergence
of several asbestos non-products cases recently, raising a
concern that asbestos non-products cases could become a

more serious problem in the future.

3. Deterioration in Report Year claims experience. As
noted above, the Scenario Two and Scenario Three indications
for case reserve adequacy in AIG’s 2004 year-end actuarial
report indicated an increasing deficiency in carried case
reserves for asbestos. This was the result of continued adverse
development on prior year case reserves and suggests future
loss development will be at higher levels than previously
indicated. As a result, the Scenario Three indicated reserve
deficiency increased from approximately $480 million in the
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2003 year-end reserve review to a deficiency of approximately
$650 million in the year-end 2004 review. Furthermore, the
year-end 2004 review utilized data evaluated as of June 30,
2004. An update to this data was recently produced (for all
large claims) with claims evaluated as of March 31, 2003, i.e.,
an additional nine months of data beyond the year-end 2004
reserve study. This update showed that report year losses in
the nine months from June 2004 to March 2005 have
produced additional adverse loss development. In fact, more
loss development was observed during these nine months than
for the twelve months from the June 2003 through June 2004
period. Thus, both the latest year’s data used in the year-end
2004 actuarial study and the nine months of additional data
subsequent to that study indicate the experience is
deteriorating beyond what was expected at year-end 2003.

4. Survival Ratios. AlG’s year-end 2004 survival ratio
for asbestos was 5.7 and 5.2 on a gross and a net basis,
respectively, prior to the year-end 2004 reserve increase.
AIG’s year-end 2004 survival ratio for environmental was 4.8
and 3.8 on a gross and a net basis, respectively, prior to the
year-end 2004 reserve increase. These survival ratios indicate
AIG’s carried reserves are sufficient to fund four to five years
of payments for these claims, assuming payment levels remain
stable. Based on the latest two years of actual paid losses, AIG
does not expect its losses to decline as quickly as these ratios
imply.

5. Industry experience. The industry has experienced a
significant wave of adverse development for asbestos since
2001, with little, if any, signs of recent improvement.
become

Furthermore, the litigation environment has

increasingly adverse.

Although AIG has been

successful in collecting the vast majority of its reinsurance on

6. Reinsurance Recoverable.

asbestos and environmental claims, the greater the future
losses and the longer the exposure persists, the greater the
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likelihood of increased problems in collecting reinsurance.
Thus, the continued adverse developments and lack of any
signs that loss experience is beginning to diminish increases
the risk of uncollectible reinsurance.

After considering all of these factors, particularly its
recent experience, AIG determined that its carried reserve for
asbestos and environmental claims would be best estimated by
scenario three described above. This resulted in a $650 million
increase in net asbestos reserves, and a $200 million increase
in net environmental reserves. The corresponding increases in
gross reserves were $1.2 billion for asbestos and $250 million
for environmental reserves.

Significant uncertainty remains as to AIG’s ultimate liability
relating to asbestos and environmental claims. This

uncertainty is due to several factors including:

* The long latency period between asbestos exposure and
disease manifestation and the resulting potential for
involvement of multiple policy periods for individual
claims;

e The increase in the volume of claims by currently
unimpaired plaintiffs;

* Claims filed under the non-aggregate premises or
operations section of general liability policies;

¢ The number of insureds seeking bankruptcy protection and
the effect of prepackaged bankruptcies;

* Diverging legal interpretations;

s With respect to environmental claims, the difficulty in
estimating the allocation of remediation cost among various
parties; and

* The possibility of federal legislation that would address the
asbestos and environmental issue.
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A summary of reserve activity, including estimates for applicable IBNR, relating to asbestos and environmental claims separately and

combined at December 31, 2004, 2003 and 2002 follows:

2004 2003 2002

{in millions) Gross Net Gross Net Gross Net
Asbestos:

Reserve for losses and loss expenses at beginning of year $1,235 $ 386 $1,304 $400 $1,114 $312

Losses and loss expenses incurred* 1,595(@)  772(a) 175 43 395 168

Losses and loss expenses paid” (271) {98) (244) (57) (205) (80)
Reserve for losses and loss expenses at end of year $2,559 $1,060 $1235 $386 $1,304 $ 400
Environmental:

Reserve for losses and loss expenses at beginning of year $ 789 $ 283 $ 832 $296 $1,115 $407

Losses and loss expenses incurred* 314(b)  234{b) 133 52 (140)  (44)

Losses and loss expenses paid” (129) (66) (176) (65) (143) (67)
Reserve for losses and loss expenses at end of year $ 974 $ 451 $ 789 $283 $ 832 $296
Combined:

Reserve for losses and loss expenses at beginning of year $2,024 $ 669 $2,136 $696 $2229 $719

Losses and loss expenses incurred® 1,900(c) 1,006(c/) 308 95 255 124

Losses and loss expenses paid* {400) (164) (420) (122) (348) (147)
Reserve for losses and loss expenses at end of year $3,533 $1,511 $2024 $669 $2,136 $696

* All amounts pertain to policies underwritten in prior years.

fa) Includes increases of $1.2 billion and $650 million for the fourth quarter relating to gross and net losses and loss expenses incurred, respectively,

attributable to the change in estimate.

{b) Includes increases of $250 million and $200 million for the fourth quarter relating to gross and net losses and loss expenses incurred, respectively,

attributable to the change in estimate.

fc) Includes increases of $1.45 billion and $850 million for the fourth quarter relating to gross and net losses incurred, respectively, attributable to the

change in estimate.

The gross and net IBNR included in the reserve for losses and loss expenses, relating to asbestos and environmental claims separately
and combined, at December 31, 2004, 2003 and 2002, including the fourth quarter 2004 charge, were estimated as follows:

2004 2003 2002
(in millions) Gross Net Gross Net Gross Net
Asbestos $2,033 $ 876 $ 695 $200 $ 709 S$211
Environmental 606 284 347 80 313 72
Combined $2,639 $1,160 $1,042 $280 $1,022 $283
A summary of asbestos and environmental claims count activity for the years ended December 31, 2004, 2003 and 2002 was as
follows:
2004 2003 2002
Asbestos Environmental Combined Asbestos Environmental Combined Asbestos Environmental Combined
Claims at beginning of year 7,474 8,852 16,326 7,085 8,995 16,080 6,672 9,364 16,036
Claims during year:
Opened 909 2,592 3,501 669 2,106 2,775 959 1,657 2,616
Settled {(100) (279) (379) (86) (244) (330) (154) (546) (700)
Dismissed or
otherwise resolved (708) (2,949) {3,657) (194) (2,005) (2,199) (392) (1,480) (1,872)
Claims at end of year 7,575 8,216 15,791 7,474 8,852 16,326 7,085 8,995 16,080

The table below presents AIG’s survival ratios for asbes-
tos and environmental claims for year end 2004, 2003 and
2002. The survival ratio is derived by dividing the year end
carried loss reserve by the average payments for the three most
recent calendar years for these claims. Therefore the survival
ratio is a simplistic measure estimating the number of years it
would be before the current ending loss reserves for these

claims would be paid off using recent year average payments.
Many factors, such as aggressive settlement procedures, mix
of business and level of coverage provided, have a significant
effect on the amount of asbestos and environmental reserves
and payments and the resultant survival ratio. Thus, caution
should be exercised in attempting to determine reserve ade-
quacy for these claims based simply on this survival ratio.
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AlG’s survival ratios for ashestos and environmental claims, sepa-
rately and combined were based upon a three-year average pay-
ment. These ratios for the years ended December 31, 2004, 2003
and 2002 were as follows:

Gross Net
2004
Survival ratios:
Asbestos 10.7 13.5
Environmental 6.5 6.8
Combined 91 105
2003
Survival ratios:
Asbestos 47 4.5
Environmental 47 41
Combined 47 4.3
2002
Survival ratios:
Asbestos 41 4.9
Environmental 54 53
Combined 45 5.1

Life Insurance & Retirement Services
Operations

AlG’s Life Insurance & Retirement Services subsidiaries offer a
wide range of insurance and retirement savings products both
domestically and abroad. Insurance-oriented products consist
of individual and group life, payout annuities, endowment and
accident and health policies. Retirement savings products con-
sist generally of fixed and variable annuities. See also Note 3 of
Notes to Financial Statements.

Domestically, AIG’s Life Insurance & Retirement Services
operations offer a broad range of protection products, includ-
ing life insurance, group life and health products, including
disability income products and payout annuities, which include
single premium immediate annuities, structured settlements and
terminal funding annuities. Home service operations include an
array of life insurance, accident and health, and annuity prod-
ucts sold through career agents. In addition, home service in-
cludes a small block of run-off property and casualty coverage.
Retirement services include group retirement products, individ-
ual fixed and variable annuities sold through banks, broker
dealers and exclusive sales representatives, and annuity runoff
operations which include previously-acquired *“closed blocks”
and other fixed and variable annuities largely sold through
distribution relationships that have been discontinued.

Overseas, AIG’s Life Insurance & Retirement Services op-
erations include insurance and investment-oriented products
such as whole and term life investment linked, universal life
and endowments, personal accident and health products,
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group products including pension, life and health, and fixed
and variable annuities.

Life Insurance & Retirement Services operations presented on a
major product basis for 2004, 2003 and 2002 were as follows:

2004 2003(4) 2002(4)
(in millions) (Restated) (Restated)
GAAP Premiums:
Domestic Life:
Life insurance $ 1881 $ 1748 $ 18604
Home service 812 834 854
Group life/health 1,128 1,046 967
Payout annuities(®/ 1,484 1,272 1,044
Total 5,305 4,900 4,469
Domestic Retirement Services:
Group retirement products 313 250 243
Individual fixed annuities 59 53 35
Individual variable
annuities 408 331 333
Individual fixed annuities ~
runoff(c/ 80 86 93
Total 860 720 704
Total Domestic 6,165 5,620 5,173
Foreign Life:
Life insurance 14,938 13,204 11,708
Personal accident & health 4,301 3,126 2,491
Group products(d) 2,215 1,267 1,094
Total 21,454 17,597 15,293
Foreign Retirement Services:
Individual fixed annuities 395 255 216
Individual variable
annuities 68 21 5
Total 463 276 221
Total Foreign 21,917 17,873 15,514
Total GAAP Premiums $ 28,082 $ 23493 $ 20,687
Net investment income:
Domestic Life:
Life insurance $ 1,28 $ 1,183 $ 1,003
Home service 605 614 591
Group life/health 123 121 108
Payout annuities 801 699 615
Total 2,818 2,617 2,317
Domestic Retirement Services:
Group retirement products 2,201 2,055 1,891
Individual fixed annuities 3,100 2,567 2,001
Individual variable
annuities 239 239 174
Individual fixed annuities —
runoff(c) 1,076 1,266 1,416
Total 6,616 6,127 5,482
Total Domestic 9,434 8,744 7,799
Foreign Life:
Life insurance 4,065 3,353 2,881
Personal accident & health 179 161 140
Group products 431 326 249
Intercompany adjustments {(18) (15) (12)
Total 4,657 3,825 3,258

(continued)




2004 2003(@/ 2002(4/

(in millions) (Restated) (Restated)
Foreign Retirement Services:

Individual fixed annuities 1,034 368 240

Individual variable

annuities 143 4 1

Total 1,177 372 241

Total Foreign 5,834 4197 3,499
Total netinvestmentincome % 15268 §$§ 12941 $ 11,298
Pricing net investment

gains(e/ 225 156 88
Realized capital gains

(losses) {189) (337) (509)
Total realized gains

(losses)(e) 36 (181) (421)
Total operating income $ 7924 $ 6353 $ 5,183
Life insurance in-force:

Domestic $ 772,251 $ 645606 §$ 577,686

Foreign 1,085,843 937,425() 720,906
Total $1,858,094 $1,583,031 $1,298,592

(a) Adjusted to conform to 2004 presentation.

(b) Includes structured settlements, single premium immediate annuities
and terminal funding annuities.

(c) Represents runoff annuity business sold through discontinued distri-
bution relationships.

(d) 2004 includes approximately $640 million of premium from a rein-
surance transaction involving terminal funding business. This single
premium amount is offset by a similar increase of benefit reserves.

(e) For purposes of this presentation, pricing net investment gains are
segregated as a component of total realized gains (losses). They repre-
sent certain amounts of realized capital gains where gains are an inher-
ent element in pricing certain life products in some foreign countries.

{f) Approximately $124 billion relates to the acquisition of AIG Edison
Life in August 2003.

AIG’s Life Insurance & Retirement Services subsidiaries
report their operations through the following operating units:
Domestic Life — AIG American General, including American
General Life Insurance Company (AG Life), USLIFE and
AGLA; Domestic Retirement Services — VALIC, AIG Annu-
ity and AIG SunAmerica; Foreign Life — ALICO, AIG Edison
Life, AIG Star Life, ATA, Nan Shan and Philamlife.

Life Insurance & Retirement Services Results

The increase in operating income in 2004 compared to 2003
and 2003 compared to 2002 was caused in part by strong
growth, particularly overseas, fewer capital losses realized in
2004 compared to 2003, and the decline in realized capital
losses in 2003 compared to 2002.

Life Insurance & Retirement Services GAAP premiums
grew in 2004 when compared with 2003. AIG’s Domestic Life
operations had record universal and term life sales and good
performance from the independent distribution channels. Pay-
out annuities also had strong growth. The domestic group
business is below AIG’s growth standards, largely because
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several accounts where pricing was unacceptable were not
renewed and loss experience was higher than anticipated. Re-
structuring efforts in this business are focused on new product
introductions, cross selling and other growth strategies.
AGLA, the home service business, is diversifying product of-
ferings, enhancing the capabilities and quality of the sales
force, and broadening the markets served beyond those histor-
ically serviced in an effort to accelerate growth.

The Domestic Retirement Services businesses most corre-
lated to the equity markets performed well, with the strongest
sales growth in the individual variable annuity segment.
VALIC, the group retirement services business, also benefited
from improved equity market performance and has had con-
tinued success cross-selling individual variable annuities, fixed
annuities and mutual funds. AIG Annuity, the individual fixed
annuity business, showed growth in operating income. AIG
expects to remain disciplined in pricing and return require-
ments even though rising short-term interest rates and aggres-
sive competitor pricing have created a more difficult
environment,

AIG SunAmerica Retirement Markets, the individual va-
riable annuity business, reported record operating income and
sales in 2004. Equity market gains, along with the strong
increase in sales and net flows, resulted in a significant im-
provement in variable annuity fee income when compared to
2003. The decrease in fourth quarter sales followed declining
equity markets in the third quarter and the first half of the
fourth quarter. AIG is continuing to increase the size of the
wholesaler organization as a measure to improve sales.

The majority of the growth in Life Insurance & Retire-
ment Services GAAP premiums in Foreign Life operations was
attributable to the life insurance, personal accident & health,
and group products lines of business. Globally, AIG’s deep
and diverse distribution, which includes bancassurance, work-
site marketing, direct marketing, and strong agency organiza-
tions, provides a powerful platform for growth. This growth
was most significant in Southeast Asia where AIG maintains
significant market share established by its strong agency force,
and in Japan, where AIG has benefited from a flight to quality
and development of multiple distribution channels. In light of
AIG’s recent credit rating downgrades, it is unclear whether
this flight to quality will continue to benefit AIG. See “Certain
Factors Affecting AIG’s Business — AIG’s Credit Ratings”,
for a further discussion of the potential effect of the rating
downgrades on AIG’s businesses. Also in Japan, AIG Edison
Life is being integrated successfully into AIG’s life operations.
AIG Star Life is growing first year premiums as a result of new
product introductions and an expanded agency force, and is
benefiting from more successful conservation of in-force busi-
ness. The Foreign Retirement Services business continues its
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strong growth based upon its success in Japan and Korea by
expanding its extensive distribution network and leveraging
AIG’s product expertise. AIG is introducing annuity products
in new markets. In January 2005, AIG Star Life entered into
an agreement with the Bank of Tokyo Mitsubishi, one of Ja-
pan’s largest banks, to market a multi-currency fixed annuity.

In China, where AIG has a 57 percent market share of the
total 2004 premiums written by foreign life insurers, first year
life insurance premiums increased 36.6 percent in 2004 over
the prior year. In addition, AIG had very good results in
Greece, Central Europe and Russia. Foreign Life Insurance &
Retirement Services operations produced 78.0 percent, 76.1
percent and 75.0 percent of Life Insurance & Retirement Ser-
vices GAAP premiums in 2004, 2003 and 2002, respectively.

AlG transacts business in most major foreign currencies. The
following table summarizes the effect of changes in foreign cur-
rency exchange rates on the growth of Life Insurance & Retire-
ment Services GAAP premiums.

2004

Growth in original currency
Foreign exchange effect 3.6
Growth as reported in U.S. dollars

Under U.S. GAAP, deposits and certain other considera-
tions received under deferred annuity (variable and fixed) and
universal life contracts are not included as GAAP premiums. If
such amounts were to be included, the overall growth from
2004 over 2003 would be greater, due in part to large in-
creases in foreign individual fixed annuities.

The growth in net investment income in 2004 was attrib-
utable to both foreign and domestic invested new cash flow
for investment. Additionally, net investment income was posi-
tively affected by the compounding of previously earned and
reinvested net investment income. Lastly, AIG’s adoption of
Statement of Position 03-1, “Accounting and Reporting by
Insurance Enterprises for Certain Nontraditional Long-Dura-
tion Contracts and for Separate Accounts” (SOP 03-1), in-
creased net investment income in 2004 over prior years. See
also the discussion under “Liquidity” herein and Note 1 of
Notes to Financial Statements.

Life Insurance & Retirement Services investment portfo-
lios are managed within the overall objectives of the Life In-
surance & Retirement Services operations. The decline in
realized capital losses in 2004 reflects an improved economy,
stronger corporate balance sheets and a significantly lower
level of impairments. The realized capital losses in 2003 reflect
impairment loss provisions for certain equity and fixed in-
come holdings. See also the discussion on “Valuation of In-
vested Assets” herein.

72 : FORM 10-K

15.9%

19.5%

The contribution of Life Insurance & Retirement Services
operating income to AlG’s consolidated income before in-
come taxes, minority interest and cumulative effect of ac-
counting changes amounted to 53.0 percent in 2004,
compared to 54.5 percent in 2003 and 64.9 percent in 2002,
The relative contribution percentage remained constant be-
tween years. The decrease in 2003 over 2002 was a result of
the $2.1 billion loss reserve charge for General Insurance in
2002.

Underwriting and Investment Risk

The risks associated with the life and accident and health
products are underwriting risk and investment risk. The risk
associated with the financial and investment contract products
is primarily investment risk.

Underwriting risk represents the exposure to loss result-
ing from the actual policy experience adversely emerging in
comparison to the assumptions made in the product pricing
associated with mortality, morbidity, termination and ex-
penses. The emergence of significant adverse experience
would require an adjustment to DAC and benefit reserves that
could have a substantial effect on AIG’s results of operations.

AIG’s Foreign Life companies generally limit their maxi-
mum underwriting exposure on life insurance of a single life
to approximately $1.7 million of coverage, and AIG’s Domes-
tic Life companies generally limit their maximum underwrit-
ing exposure on life insurance of a single life to $5 million of
coverage by using yearly renewable term reinsurance. See the
discussion under “Liquidity”” herein and Note 6 of Notes to
Financial Statements.

AIRCO acts primarily as an internal reinsurance com-
pany for AIG’s foreign life operations. This facilitates insur-
ance risk management (retention, volatility, concentrations)
and capital planning locally (branch and subsidiary). It also
allows AIG to pool its insurance risks and purchase reinsur-
ance more efficiently at a consolidated level and manage
global counterparty risk and relationships.

AIG’s domestic Life Insurance and Retirement Services
operations utilize internal and third-party reinsurance rela-
tionships to manage insurance risks and to facilitate capital
management strategies. Pools of highly-rated third-party rein-
surers are utilized to manage net amounts at risk in excess of
retention limits. AIG’s domestic life insurance companies also
cede excess, non-economic reserves carried on a statutory-
basis only on certain term and universal life insurance policies
and certain fixed annuities to AIG Life of Bermuda Ltd., a
wholly owned Bermuda reinsurer.




AIG generally obtains letters of credit in order to obtain
statutory recognition of these intercompany reinsurance
transactions. For this purpose, AIG entered into a $2.5 billion
syndicated letter of credit facility in December 2004. Letters
of credit totaling $2.17 billion were outstanding as of Decem-
ber 31, 2004, and letters of credit for all $2.5 billion were
outstanding as of March 31, 2005. The letter of credit facility
has a ten-year term, but the facility can be reduced or termi-
nated by the lenders beginning after seven years.

The investment risk represents the exposure to loss result-
ing from the cash flows from the invested assets, primarily
long-term fixed rate investments, being less than the cash
flows required to meet the obligations of the expected policy
and contract liabilities and the necessary return on invest-
ments. See also the discussion under “Liquidity” herein.

To minimize its exposure to investment risk, AIG tests the
cash flows from the invested assets and the policy and contract
liabilities using various interest rate scenarios to assess
whether there is a liquidity excess or deficit. If a necessary
rebalancing of the invested assets to the policy and contract
claims does not occur, a demand could be placed upon liquid-
ity. See also the discussion under “Liquidity” herein.

AIG actively manages the asset-liability relationship in its
foreign operations, as it has been doing throughout AIG’s his-
tory, even though certain territories lack qualified long-term in-
vestments or certain local regulatory authorities may impose
investment restrictions. For example, in Japan and several South-
east Asian countries, the duration of the investments is often for
a shorter period than the effective maturity of the related policy
liabilities. Therefore, there is a risk that the reinvestment of the
proceeds at the maturity of the initial investments may be at a
yield below that of the interest required for the accretion of the
policy liabilities. Additionally, there exists a future investment
risk associated with certain policies currently in force which will
have premium receipts in the future. That is, the investment of
these future premium receipts may be at a yield below that re-
quired to meet future policy liabilities.

To maintain an adequate yield to match the interest neces-
sary to support future policy liabilities, management focus is
required to reinvest the proceeds of the maturing securities
and to invest the future premium receipts while continuing to
maintain satisfactory investment quality.

Certain foreign jurisdictions, including Japan, have lim-
ited long-dated bond markets, and AIG may use alternative
investments, including equities, real estate and foreign cur-
rency denominated fixed income instruments to extend the
effective duration and increase the yield of the investment
portfolio to more closely match the requirements of the poli-
cyholder liabilities and DAC recoverability, particularly in
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Taiwan, where Nan Shan has approximately 30 percent of
invested assets in foreign currencies. Using foreign currency
denominated investments to support policyholder liabilities
could increase the risk to and volatility of cash flows and
income. AIG actively manages this risk through regular moni-
toring and selected hedging strategies.

AIG actively manages the asset-liability relationship in its
domestic operations. This relationship is more easily managed
through the ample supply of qualified long-term investments.

AIG uses asset-liability matching as a management tool
worldwide to determine the composition of the invested assets
and appropriate marketing strategies. As a part of these strate-
gies, AIG may determine that it is economically advantageous
to be temporarily in an unmatched position due to anticipated
interest rate or other economic changes. In addition, the ab-
sence of long-dated fixed income instruments in certain mar-
kets may preclude a matched asset-liability position in those
markets.

A number of guaranteed benefits are offered on certain
variable life and variable annuity products. See Note 21 of
Notes to Financial Statements for a discussion of new ac-
counting guidance for these benefits.

DAC for life insurance and retirement services products
arises from the deferral of those costs that vary with, and are
directly related to, the acquisition of new or renewal business.
Policy acquisition costs for life insurance products are generally
deferred and amortized over the premium paying period of the
policy. Policy acquisition costs which relate to universal life and
investment-type products, including variable and fixed annui-
ties (investment-oriented products) are deferred and amortized,
with interest, as appropriate, in relation to the historical and
future incidence of estimated gross profits to be realized over
the estimated lives of the contracts. With respect to universal
life and investment-oriented products, AIG’s policy, as appro-
priate, has been to adjust amortization assumptions for DAC
when estimates of current or future gross profits to be realized
from these contracts are revised. With respect to variable annui-
ties sold domestically (representing the vast majority of AIG’s
variable annuity business), the assumption for the long-term
annual net growth rate of the equity markets used in the deter-
mination of DAC amortization is approximately ten percent. A
methodology referred to as “reversion to the mean” is used to
maintain this long-term net growth rate assumption, while giv-
ing consideration to short-term variations in equity markets.
Estimated gross profits include investment income and gains
and losses on investments less interest required as well as other
charges in the contract less actual mortality and expenses. Cur-
rent experience and changes in the expected future gross profits
are analyzed to determine the effect on the amortization of

FORM 10-K .73




MANAGEMENT’S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS (coninued)

DAC. The estimation of projected gross profits requires signifi-
cant management judgment. The elements with respect to the
current and projected gross profits are reviewed and analyzed
quarterly and are adjusted appropriately.

AIG’s variable annuity earnings will be affected by
changes in market returns because separate account revenues,
primarily composed of mortality and expense charges and
asset management fees, are a function of asset values.

DAC for both insurance-oriented and investment-oriented
products as well as retirement services products are subject to
review for recoverability, which involve estimating the future
profitability of current business. This review also involves sig-
nificant management judgment. If the actual emergence of fu-
ture profitability were to be substantially different than that
estimated, AIG’s results of operations could be significantly
affected in future periods. See also Note 4 of Notes to Financial
Statements.

Insurance and Asset Management
Invested Assets

AIG’s investment strategy is to invest primarily in high quality
securities while maintaining diversification to avoid significant
exposure to issuer, industry and/or country concentrations.
With respect to General Insurance, AIG’s strategy is to invest in

74 : FORM 10-K

longer duration fixed maturity investments to maximize the
yields at the date of purchase. With respect to Life Insurance &
Retirement Services, AIG’s strategy is to produce cash flows
required to meet maturing insurance liabilities. See also the
discussion under “Operating Review — Life Insurance & Re-
tirement Services Operations” herein. AIG invests in equities
for various reasons, including diversifying its overall exposure
to interest rate risk. Available for sale bonds and equity securi-
ties are subject to declines in fair value. Such declines in fair
value are presented in unrealized appreciation or depreciation
of investments, net of taxes as a component of accumulated
other comprehensive income. Generally, insurance regulations
restrict the types of assets in which an insurance company may
invest. When permitted by regulatory authorities and when
deemed necessary to protect insurance assets, including in-
vested assets, from adverse movements in foreign currency ex-
change rates, interest rates and equity prices, AIG and its
insurance subsidiaries may enter into derivative transactions as
end users. See also the discussion under “Derivatives” herein.

In certain jurisdictions, significant regulatory and/or for-
eign governmental barriers exist which may not permit the
immediate free flow of funds between insurance subsidiaries

or from the insurance subsidiaries to AIG parent.
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The following tables summarize the composition of AlG’s insurance and asset management invested assets by segment, at

December 31, 2004 and 2003:

Life
Insurance & o
General  Retirement Asset Percent Percent Distribution

(dollars in millions) Insurance Services Management Total of Total Domestic Foreign
2004
Fixed maturities:

Available for sale, at market value $44,376  $259,602 $39,077 $343,055 68.4%  61.2% 38.8%

Held to maturity, at amortized cost 18,294 - - 18,294 3.6 100.0 -

Trading securities, at market value - 600 2,384 2,984 0.6 1.2 98.8
Equity securities:

Common stocks, at market value 4,165 11,280 177 15,622 3.1 21.9 78.1

Preferred stocks, at market value 1,466 565 - 2,031 0.4 91.9 8.1
Mortgage loans on real estate, policy and collateral loans 22 16,858 5,093 21,973 4.4 65.6 34.4
Short-term investments, including time deposits, and cash 2,113 5,515 9,679 17,307 3.4 37.1 62.9
Real estate 592 3,007 326 3,925 0.8 22.8 77.2
Investment income due and accrued 1,023 4,041 461 5,525 1.1 57.5 42,5
Securities lending collateral 4,889 35,726 9,357 49,972 10.0 85.3 14.7
QOther invested assets 5,604 7,154 8,316 21,074 4.2 86.8 13.2
Total $82,544  $344,348 $74,870 $501,762 100.0% 63.7% 36.3%
2003 (Restated)
Fixed maturities:

Available for sale, at market value $41,610 $225,404 $32,453 $299,467 74.4% 64.0% 36.0%

Held to maturity, at amortized cost 8,037 - - 8,037 20 100.0 -

Trading securities, at market value - 282 - 282 0.1 100.0 -
Equity securities:

Common stocks, at market value 3,759 3,649 60 7,468 1.9 44.0 56.0

Preferred stocks, at market value 1,371 525 - 1,896 0.5 91.7 8.3
Mortgage loans on real estate, policy and collateral loans 25 15,546 5,228 20,799 5.2 68.5 315
Short-term investments, including time deposits, and cash 1,912 4,662 2,343 8,917 2.2 53.1 46.9
Real estate 569 2,903 285 3,757 0.9 28.6 71.4
Investment income due and accrued 797 3,343 410 4,550 1.1 60.1 39.9
Securities lending collateral 5,225 20,537 4,433 30,185 7.5 76.0 240
Other invested assets 4,898 6,056 5,965 16,919 4.2 88.8 11.2
Total $68,203  $282,907 $51,177 $402,287 100.0% 66.1% 33.9%

Credit Quality

At December 31, 2004, approximately 63 percent of the fixed
maturities investments were domestic securities. Approxi-
mately 32 percent of such domestic securities were rated AAA
by one or more of the principal rating agencies. Approxi-
mately six percent were below investment grade or not rated.

A significant portion of the foreign fixed income portfolio
is rated by Moody’s, Standard & Poor’s (S&P) or similar
foreign services. Similar credit quality rating services are not
available in all overseas locations. AIG reviews the credit
quality of the foreign portfolio nonrated fixed income invest-
ments, including mortgages. At December 31, 2004, approxi-
mately 20 percent of the foreign fixed income investments
were either rated AAA or, on the basis of AIG’s internal analy-
sis, were equivalent from a credit standpoint to securities so
rated. Approximately four percent were below investment
grade or not rated at that date. A large portion of the foreign

fixed income portfolio are sovereign fixed maturity securities
supporting the policy liabilities in the country of issuance.

Any fixed income security may be subject to downgrade
for a variety of reasons subsequent to any balance sheet date.

Valuation of Invested Assets

AIG has the ability to hold any fixed maturity security to its
stated maturity, including those fixed maturity securities clas-
sified as available for sale. Therefore, the decision to sell any
such fixed maturity security classified as available for sale
reflects the judgment of AIG’s management that the security
sold is unlikely to provide, on a relative value basis, as attrac-
tive a return in the future as alternative securities entailing
comparable risks. With respect to distressed securities, the sale
decision reflects management’s judgment that the risk-dis-
counted anticipated ultimate recovery is less than the value
achievable on sale.
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The valuation of invested assets involves obtaining a mar-
ket value for each security. The source for the market value is
generally from market exchanges or dealer quotations, with
the exception of nontraded securities.

If AIG chooses to hold a security, it evaluates the security
for an impairment in valuation. As a matter of policy, the
determination that a security has incurred an other-than-tem-
porary decline in value and the amount of any loss recognition
requires the judgment of AIG’s management and a continual
review of its investments.

In general, a security is considered a candidate for impair-
ment if it meets any of the following criteria:

* Trading at a significant (25 percent or more) discount to
par, amortized cost (if lower) or cost for an extended period
of time (nine months or longer);

* The occurrence of a discrete credit event resulting in (i) the
issuer defaulting on a material outstanding obligation; or
(i) the issuer seeking protection from creditors under the
bankruptcy laws or any similar laws intended for the court
supervised reorganization of insolvent enterprises; or
(1if) the issuer proposing a voluntary reorganization pursu-
ant to which creditors are asked to exchange their claims
for cash or securities having a fair value substantially lower
than par value of their claims; or

* In the opinion of AIG’s management, it is possible that AIG
may not realize a full recovery on its investment, irrespec-
tive of the occurrence of one of the foregoing events.

Once a security has been identified as impaired, the
amount of such impairment is determined by reference to that
security’s contemporaneous market price and recorded as a
charge to earnings.

As a result of these policies, AIG recorded impairment
losses net of taxes of approximately $369 million, $1.0 billion
and $595 million in 2004, 2003 and 2002, respectively. The
recovery in global equity and credit markets and reasonably
steady domestic interest rates were the primary reasons for the
decline in impairment loss recognition from 2003 to 2004.

No impairment charge with respect to any one single
credit was significant to AIG’s consolidated financial condi-
tion or results of operations, and no individual impairment
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loss exceeded 0.7 percent of consolidated net income for
2004.

Excluding the impairments noted above, the changes in
market value for AIG’s available for sale portfolio, which
constitutes the vast majority of AIG’s investments, were re-
corded in accumulated other comprehensive income as unreal-
ized gains or losses, net of tax.

At December 31, 2004, the fair value of AIG’s fixed ma-
turities and equity securities aggregated to $384.0 billion. At
December 31, 2004, aggregate unrealized gains after taxes for
fixed maturity and equity securities were $11.5 billion. At
December 31, 2004, the aggregate unrealized losses after
taxes of fixed maturity and equity securities were approxi-
mately $1.2 billion.

The effect on net income of unrealized losses after taxes
will be further mitigated upon realization, because certain re-
alized losses will be charged to participating policyholder ac-
counts, and realization will result in current decreases in the
amortization of certain deferred policy acquisition costs.

At December 31, 2004, unrealized losses for fixed matur-
ity securities and equity securities did not reflect any signifi-
cant industry concentrations.

The amortized cost of fixed maturities available for sale in an
unrealized loss position at December 31, 2004, by contractual
maturity, is shown below:

(in millions) Amortized Cost
Due in one year or Jess $ 1,637
Due after one year through five years 13,310
Due after five years through ten years 22,334
Due after ten years 28,824
Total $66,105

In the twelve months ended December 31, 2004, the
pretax realized losses incurred with respect to the sale of fixed
maturities and equity securities were $1.8 billion. The aggre-
gate fair value of securities sold was $31.7 billion, which was
approximately 95 percent of amortized cost. The average pe-
riod of time that securities sold at a loss during the twelve
months ended December 31, 2004 were trading continuously
at a price below book value was approximately four months.
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At December 31, 2004, aggregate pretax unrealized gains were $17.8 billion, while the pretax unrealized losses with respect to investment
grade bonds, below investment grade bonds and equity securities were $1.3 billion, $284 million and $256 million, respectively. Aging of
the pretax unrealized losses with respect to these securities, distributed as a percentage of cost relative to unrealized loss (the extent by

which the market value is less than amortized cost or cost), including the number of respective items, was as follows:

Less than or equal to

Greater than 20% to

Greater than 50%

20% of Cost(@/) 50% of Cost(4/ of Cost(@) Total

Aging Unrealized Unrealized Unrealized Unrealized
(dollars in millions) Cost(4) Loss items Costl@) Loss Iltems Cost(?) Loss ltems Cost@ Loss(®!  Items
Investment grade bonds

0-6 months $29,918 $ 265 2,736 $11 ¢ 4 1 $2 $2 9 $20,931 $ 271 2,746

7-12 months 18,614 348 1,765 65 16 1 - - - 18,679 364 1,766

>12 months 12,561 604 1,158 203 50 32 2 1 1 12,7 66 655 1,191
Total $61,093 $1,217 5,659 $279 $ 70 34 $4 $3 10 $61,376 $1,290 5,703
Below investment grade bonds

0-6 months $2190 $ 58 249 $15 % 4 11 $4 $3 20 $2209 $ 65 280

7-12 months 1,058 47 174 15 5 7 9 6 14 1,082 58 195

>12 months 1,220 101 217 204 51 63 14 9 4 1,438 161 284
Total $ 4468 $ 206 640 $234 $ 60 81 $27 $18 38 $ 4729 $ 284 759
Total bonds

0-6 months $32,108 $ 323 2,985 $26 $ 8 12 $6 $5 29 $32,140 $ 336 3,026

7-12 months 19,672 395 1,939 80 21 8 9 6 14 19,761 422 1,961

>12 months 13,781 705 1,375 407 10t 95 16 10 5 14,204 816 1,475
Total $65,561 $1,423 6,299 $513 $130 115 $31  $21 48 $66,105 $1,574 6,462
Equity securities

0-6 months $1563 $ 78 570 $8 $25 54 $13  $13 48 $ 1663 $ 116 672

7-12 months 446 38 223 31 93 80 15 9 42 772 140 345

>12 months - - - - - - ~ - - - - -
Total $ 200 § 116 793 $308 $118 134 $28 22 90 $ 2435 $ 256 1,017

(a) For bonds, represents amortized cost.

(b) As more fully described above, upon realization, certain realized losses will be charged to participating policybolder accounts, or realization will
result in a current decrease in the amortization of certain deferred policy acquisition costs.

As stated previously, the valuation for AIG’s investment
portfolio comes from market exchanges or dealer quotations,
with the exception of nontraded securities. AIG considers non-
traded securities to mean certain fixed income investments, cer-
tain structured securities, direct private equities, limited
partnerships, and hedge funds. The aggregate carrying value of
these securities at December 31, 2004 was approximately
$65.0 billion, or approximately 13 percent of the portfolio.

The methodology used to estimate fair value of nontraded
fixed income investments is by reference to traded securities
with similar attributes and using a matrix pricing methodol-
ogy. This technique takes into account such factors as the
industry, the security’s rating and tenor, its coupon rate, its
position in the capital structure of the issuer, and other rele-
vant factors. The change in fair value is recognized as a com-
ponent of accumulated other comprehensive income, net of
tax.

For certain structured securities, the carrying value is based
on an estimate of the security’s future cash flows pursuant to the
requirements of Emerging Issues Task Force Issue No. 99-20,
“Recognition of Interest Income and Impairment on Purchased

and Retained Beneficial Interests in Securitized Financial Assets.”
The change in carrying value is recognized in income.

Hedge funds and limited partnerships in which AIG holds
in the aggregate less than a five percent interest are carried at
fair value. The change in fair value is recognized as a compo-
nent of accumulated other comprehensive income, net of tax.

With respect to hedge funds and limited partnerships in
which AIG holds in the aggregate a five percent or greater
interest, AIG uses the equity method to record these invest-
ments. Changes in value are recorded in earnings.

AIG obtains the fair value of its investments in limited
partnerships and hedge funds from information provided by
the general partner or manager of each of these investments, the
accounts of which are generally audited on an annual basis.

Each of these investment categories is regularly tested to
determine if impairment in value exists. Various valuation
techniques are used with respect to each category in this
determination.

Financial Services Operations

AIG’s Financial Services subsidiaries engage in diversified ac-
tivities including aircraft leasing, capital market transactions,
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and consumer and insurance premium financing. See also
Note 3 of Notes to Financial Statements.

Aircraft Finance

AIG’s Aircraft Finance operations represent the operations of
ILFC, which generates its revenues primarily from leasing new
and used commercial jet aircraft to domestic and foreign air-
lines. Revenues also result from the remarketing of commer-
cial jets for its own account, for airlines and for financial
institutions.

ILFC finances its purchases of aircraft primarily through
the issuance of a variety of debt instruments. The composite
borrowing rates at December 31, 2004, 2003 and 2002 were
4.34 percent, 4.53 percent and 4.73 percent, respectively. See
also the discussions under “Capital Resources” and “Liquid-
ity” herein and Notes 3 and 9 of Notes to Financial
Statements.

ILFC is exposed to operating loss and liquidity strain
through nonperformance of aircraft lessees, through owning
aircraft which it would be unable to sell or re-lease at accept-
able rates at lease expiration and, in part, through committing
to purchase aircraft which it would be unable to lease.

ILFC manages its lessee nonperformance exposure
through credit reviews and security deposit requirements. As a
result of these measures and its own contingency planning,
ILFC did not suffer any material losses from airline shut-
downs in the aftermath of the September 11 terrorist attacks,
but there can be no assurance that ILFC will successfully man-
age the risks relating to the effect of possible future deteriora-
tion in the airline industry. Over 80 percent of ILFC’s fleet is
leased to non-U.S. carriers, and this fleet, comprised of the
most efficient aircraft in the airline industry, continues to be in
high demand from such carriers.

ILFC typically contracts to re-lease aircraft before the end
of the existing lease term. For aircraft returned before the end
of the lease term, ILFC has generally been able to re-lease such
aircraft within two to six months of its return. While some of
the lease rates for aircraft that have been redeployed are
lower, the effect of these reduced revenues is partially offset by
low interest rates, which reduces ILFC’s financing costs. As a
lessor, ILFC considers an aircraft ““idle” or “off lease” when
the aircraft is not subject to a signed lease agreement or signed
letter of intent. ILFC had one aircraft off lease at Decem-
ber 31, 2004. As of March 31, 2005, all new aircraft deliveries
in 2005 have been leased, and 92 percent of 2006 new aircraft
deliveries have been leased. See also the discussions under
“Capital Resources” and “Liquidity” herein.

ILFC sold two portfolios consisting of 34 and 37 aircraft
in 2004 and 2003, respectively, to two trusts connected to
securitization transactions. Certain of AIG’s Life Insurance &
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Retirement Services businesses purchased a large share of the
securities issued in connection with these securitizations,
which included both debt and equity securities.

Management formally reviews regularly, and no less fre-
quently than quarterly, issues affecting ILFC’s fleet, including
events and circumstances that may cause impairment of air-
craft values. Management evaluates aircraft in the fleet as
necessary, based on these events and circumstances in accor-
dance with Statement of Financial Accounting Standards
No. 144 - “Accounting for the Impairment or Disposal of
Long-Lived Assets” (FAS 144). ILFC has not recognized any
impairment related to its fleet, as the existing service potential
of the aircraft in ILFC’s portfolio has not been diminished.
Further, ILFC has been able to re-lease the aircraft without
diminution in lease rates to an extent that would require an
impairment write-down. See also the discussions under “Li-
quidity” herein.

Capital Markets

AIG’s Capital Markets operations represents the integrated
operations of AIGFP and AIGTG. The integration of its Capi-
tal Markets operations has produced and will continue to
produce greater efficiencies and product synergies as well as
growth opportunities. As Capital Markets is a transaction-
oriented operation, current and past revenues and operating
results may not provide a basis for predicting future perform-
ance. Also, AIG’s Capital Markets operations may be ad-
versely affected by the downgrades in AIG’s credit ratings. See
“Certain Factors Affecting AIG’s Business — AIG’s Credit Rat-
ings,” for a further discussion of the potential effect of the
rating downgrades on AIG’s Capital Markets businesses.

AlIG’s Capital Markets operations derive substantially all
their revenues from proprietary positions entered in connec-
tion with counterparty transactions rather than from specula-
tive transactions. These subsidiaries participate in the
derivatives dealer market conducting, primarily as principal,
an interest rate, currency, equity, commodity, and credit prod-
ucts business.

As a dealer, AIGFP marks all derivative and trading trans-
actions to fair value daily. Thus, a gain or loss on each trans-
action is recognized daily. Under GAAP, certain gains and
losses are required to be recorded immediately in earnings,
whereas in other instances, they are required to be recognized
over the life of the underlying contracts. AIGFP hedges the
market risks arising from its transactions. Therefore, revenues
and operating income are not significantly exposed to or af-
fected by market fluctuations and volatility except for the
volatility resulting from FAS 133 adjustments on positions
that did not qualify for hedge accounting. See the discussion
of the effect of FAS 133 under “Restatement of Previously




Issued Financial Statements” herein. Revenues of the Capital
Markets operations and the percentage change in revenues for
any given period are significantly affected by the number and
size of transactions entered into by these subsidiaries during
that period relative to those entered into during the prior
period. Operating income and the percentage change in oper-
ating income for any period are determined by the number,
size and profitability of the transactions attributable to that
period relative to those attributable to the prior period. Gen-
erally, the realization of trading revenues as measured by the
receipt of funds is not a significant reporting event as the gain
or loss on AIGFP’s trading transactions are currently reflected
in operating income as the fair values change from period to
period.

Derivative transactions are entered into in the ordinary
course of Capital Markets operations. Therefore, income on
interest rate, currency, equity, commodity, and credit deriva-
tives, along with their related hedges, are recorded on a mark
to market value or at estimated fair value where market prices
are not readily available with the resulting unrealized gains or
losses reflected in the income statement in the current year. In
2004, less than five percent of revenues resulted from transac-
tions valued at estimated fair value. The mark to fair value of
derivative transactions is reflected in the balance sheet in the
captions “Unrealized gain on swaps, options and forward
transactions” and “Unrealized loss on swaps, options and for-
ward transactions.” Pursuant to ISDA Master Agreements,
unrealized gains represent the present value of the aggregate
of each net receivable by counterparty, and the unrealized
losses represent the present value of the aggregate of each net
payable by counterparty as of December 31, 2004. These
amounts will change from one period to the next due to
changes in interest rates, currency rates, equity and commod-
ity prices and other market variables, as well as cash move-
ments, execution of new transactions and the maturing of
existing transactions. See also the discussion under “Deriva-
tives” herein and Note 20 of Notes to Financial Statements.

Spread income on investments and borrowings is re-
corded on an accrual basis over the life of the transaction.
Investments are classified as securities available for sale and
are marked to market with the resulting unrealized gains or
losses reflected in accumulated other comprehensive income.
AIGFP hedges the economic exposure on its investments and
borrowings through its derivatives portfolio. The require-
ments under FAS 133 hedge accounting were not met for
certain of these hedge transactions for the years ending De-
cember 31, 2004, 2003, 2002, 2001 and 2000. Where hedge
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accounting is not achieved, previous adjustments to record the
change in value of investments and borrowings in income
were required to be reversed.

The related investments continue to be classified as securi-
ties available for sale. The related U.S. dollar denominated
borrowings are carried at cost. AIGFP borrowings in any cur-
rency other than the U.S. dollar result in unrealized foreign
exchange gains or losses reported as income.

Consumer Finance

Domestically, AIG’s Consumer Finance operations derive a sub-
stantial portion of their revenues from finance charges assessed
on outstanding mortgages, home equity loans, secured and un-
secured consumer loans and retail merchant financing. Credit
quality continues to be strong and receivables grew substantially.
Overseas operations, particularly those in emerging markets,
provide credit cards, personal and auto loans, term deposits,
savings accounts, sales finance and mortgages.

Consumer Finance operations are exposed to loss when
contractual payments are not received. Collection exposure is
managed through tight underwriting controls, mix of loans
and collateral thereon.

Financial Services operations for 2004, 2003 and 2002 were as
follows:

2004 2003 2002
(in millions) (Restated) (Restated)
Revenues(@):
Aircraft Finance(?) $ 3,251 $ 3,042 $ 2845
Capital Markets(c}(d) 1,650 549 1,212
Consumer Finance(e/ 2,978 2,642 2,473
Other 103 108 74
Total $ 7,982 $ 6,341 $ 6,604

Operating income (loss)(@):

Aircraft Finance $ 712 $ 777 $ 795

Capital Markets(d) 1,026 (241) 524
Consumer Finance 808 623 507
Other, including
intercompany
adjustments 67 75 44
Total $ 2,613 $ 1234 $ 1,870

(a) Includes the unrealized gain (loss) attributable to economic hedges not
qualifying for hedge accounting treatment under FAS 133, including
the related foreign exchange gains and losses. For 2004, 2003 and
2002, the effect was $(27) million, $49 million and 320 million, re-
spectively, in operating income for Aircraft Finance and 3215 wmillion,
$(1.09) billion and $(192) million in both revenues and operating
income for Capital Markets.

(b) Revenues were primarily from ILFC aircraft lease rentals.

(c) Revenues, shown net of interest expense, were primarily from AIGFP
hedged proprietary positions entered into in connection with
counterparty transactions.

(d) Certain transactions entered into by AIGFP generate tax credits and
benefits which are shown in the income tax line on the consolidated
statement of income. Thus, this source of income is not reflected in the
revenues and operating income categories. The amount of tax credits
and benefits for the years ended December 31, 2004, 2003 and 2002
are $114 million, $130 million and $107 million, respectively.

(e} Revenues were primarily finance charges.
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Financial Services Results

Financial Services operating income increased in 2004 com-
pared to 2003. Fluctuations in revenues and operating income
from quarter to quarter are not unusual because of the trans-
action-oriented nature of Capital Markets operations and the
volatility resulting from the accounting treatment for the eco-
nomic hedges under FAS 133. Capital Markets operating in-
come was also negatively affected in 2004 by the costs of the
PNC settlement. See Item 3. Legal Proceedings.

To the extent the Financial Services subsidiaries, other
than AIGFP, use derivatives to hedge their assets or liabilities
with respect to their future cash flows, and such hedges do not
qualify for hedge accounting treatment under FAS 133 (as
previously discussed in Restatement of Previously Issued Fi-
nancial Statements), the changes in fair value of such deriva-
tives are recorded in realized capital gains (losses) or other
revenues.

Financial market conditions in 2004 compared with 2003
were characterized by interest rates which were broadly un-
changed across fixed income markets globally, a tightening of
credit spreads and higher equity valuations. Capital Markets
results in 2004 compared with 2003 reflected a shift in prod-
uct segment activity to respond to these conditions. See also
Note 20 of Notes to Financial Statements.

The most significant component of Capital Markets oper-
ating expenses is compensation, which was approximately
$497 million, $616 million and $557 million in 2004, 2003
and 2002, respectively. The amount of compensation was not
affected by unrealized gains or losses attributable to economic
hedges, including the related foreign exchange gains and
losses not qualifying for hedge accounting treatment under
FAS 133,

The decrease in Aircraft Finance operating income reflects
the effect of the disposition of approximately $2 billion in
aircraft through securitizations in the third quarter 2003 and
first quarter 2004. Offsetting the benefit to operating income
of the growth in ILFC’s aircraft fleet is a decrease of its lease
margin for 2004 compared to 2003.

With respect to ILFC, the revenue growth in each year
resulted primarily from the increase in flight equipment under
operating lease, despite the aforementioned effect of securi-
tizations, and the increase in the relative value of the leased
fleet. The decline in ILFC’s operating income for 2003 was
largely a result of the decline in aircraft remarketing due to the
relatively weak market conditions for the sale of secondhand
aircraft.
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ILFC continued to see net improvements in lease rates
and an increasing level of interest from traditional buyers,
third-party investors and debt providers for the purchase of
aircraft from ILFC’s extensive lease portfolio. Thus, the out-
look for 2005 is positive.

In connection with a global aircraft lease transaction en-
tered into in 2000 for a total of 14 aircraft, ILFC acquired
certain securities of and issued certain guarantees to ATA Air-
lines and related entities (ATA). During the fourth quarter of
2004, ATA filed for protection under Chapter 11 of the
U.S. Bankruptcy Code. On the basis of estimates of the proba-
ble outcome of the ATA bankruptcy, ILFC recorded a charge
in the fourth quarter to write down the value of the ATA
securities and record obligations assumed under the guaran-
tee. The pre-tax charges aggregated $54 million (reported as a
realized capital loss) and did not have a material effect on
AlG’s results of operations, financial condition or liquidity.

ATA has cured all of the defaults under the existing leases
and continues to perform under the leases at the pre-bank-
ruptcy contracted lease terms.

Consumer Finance operations, both domestically and in-
ternationally, did very well with increased revenues and oper-
ating income,

The increase in Consumer Finance revenues in 2004 was
the result of growth in average finance receivables. Credit
quality continues to be strong. Foreign Consumer Finance
operations performed well, as the operations in Poland con-
tinued its strong growth, and the Hong Kong credit card busi-
ness benefited from the strengthening local economy, resulting
in less need for loan loss provisions. Further, reductions of the
cost to borrow led to an improvement in the operating income
in 2003 over 2002.

Financial Services operating income represented 17.5 per-
cent of AIG’s consolidated income before income taxes, mi-
nority interest and cumulative effect of accounting changes in
2004. This compares to 10.6 percent and 23.4 percent in 2003
and 2002, respectively. The increase in contribution percent-
age in 2004 and the decrease in 2003 was primarily due to the
fluctuation in earnings resulting from derivatives that did not
qualify for hedge accounting under FAS 133. The decrease in
contribution percentage in 2003 was also influenced by the
effect of the 2002 General Insurance loss reserve charge on
General Insurance operating income and the reduced contri-
bution of General Insurance operations to income before in-
come taxes, minority interest and cumulative effect of
accounting changes.




Financial Services Invested Assets
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The following tabie is a summary of the composition of AlG’s Financial Services invested assets at December 31, 2004 and 2003. See
also the discussions under “Operating Review — Financial Services Operations”, “Capital Resources” and ‘“‘Derivatives” herein.

2004 2003
(Restated)

Invested  Percent of Invested  Percent of
(dollars in millions) Assets Total Assets Total
Flight equipment primarily under operating leases, net of accumulated depreciation $ 32,705 224% $ 30,343 24.3%
Finance receivables, net of allowance 23,574 16.2 17,500 14.0
Unrealized gain on swaps, options and forward transactions 22,670 15.5 21,459 17.2
Securities available for sale, at market value 30,448 20.9 24,042 19.2
Trading securities, at market value 3,142 2.1 4,418 3.5
Securities purchased under agreements to resell, at contract value 26,272 18.0 20,819 16.7
Trading assets 3,331 2.3 2,277 1.8
Spot commodities, at market value 95 0.1 250 0.2
Other, including short-term investments 3,625 2.5 3,896 3.1
Total $145,862 100.0%  $125,004 100.0%

As previously discussed, the cash used for the purchase of
flight equipment is derived primarily from the proceeds of
ILFC’s debt financings. The primary sources for the repay-
ment of this debt and the interest expense thereon are the cash
flow from operations, proceeds from the sale of flight equip-
ment and the rollover and refinancing of the prior debt. Dur-
ing 2004, ILFC acquired flight equipment costing
$4.96 billion. See also the discussion under “Operating Re-
view — Financial Operations” “Capital
Resources™ herein.

Services and

At December 31, 2004, ILFC had committed to purchase
371 new and used aircraft deliverable from 2005 through
2010 at an estimated aggregate purchase price of $21.6 billion
and had options to purchase six new aircraft deliverable
through 2007 at an estimated aggregate purchase price of
$361 million. As of March 31, 2005, ILFC has entered into
leases for all of the new aircraft to be delivered in 20085, 86 of
93 of the new aircraft to be delivered in 2006 and 29 of 166 of
the new aircraft to be delivered subsequent to 2006. ILFC will
be required to find customers for any aircraft currently on
order and any aircraft to be ordered, and it must arrange
financing for portions of the purchase price of such equip-
ment. In a rising interest rate environment, ILFC negotiates
higher lease rates on any new contracts. ILFC has been suc-
cessful to date both in placing its new aircraft on lease or
under sales contract and obtaining adequate financing, but
there can be no assurance that such success will continue in
future environments.

AIG’s Consumer Finance operations provide a wide vari-
ety of consumer finance products both domestically and over-
seas. Such products include real estate mortgages, consumer
loans, and retail sales finance. These products are funded
through deposits and various borrowings including commer-

cial paper and medium term notes. AIG’s Consumer Finance
operations are exposed to credit risk and risk of loss resulting
from adverse fluctuations in interest rates. Over half of the
loan balance is related to real estate loans which are substan-
tially collateralized by the related properties.

With respect to credit losses, the allowance for finance
receivable losses is maintained at a level considered adequate
to absorb anticipated credit losses existing in that portfolio.

Capital Markets derivative transactions are carried at
market value or at estimated fair value when market prices are
not readily available. AIGFP reduces its economic risk expo-
sure through similarly valued offsetting transactions including
swaps, trading securities, options, forwards and futures. The
estimated fair values of these transactions represent assess-
ments of the present value of expected future cash flows.
These transactions are exposed to liquidity risk if AIGFP were
required to sell or close out the transactions prior to maturity.
AIG believes that the effect of any such event would not be
significant to AIG’s financial condition or its overall liquidity.
See also the discussion under “Operating Review — Financial
Services Operations” and ‘“Derivatives” herein.

AIGFP uses the proceeds from the issuance of notes and
bonds and GIA borrowings to invest in a diversified portfolio
of securities, including securities available for sale, at market,
and derivative transactions. The funds may also be tempora-
rily invested in securities purchased under agreements to re-
sell. The proceeds from the disposal of the aforementioned
securities available for sale and securities purchased under
agreements to resell have been used to fund the maturing GIAs
or other AIGFP financings. See also the discussion under
“Capital Resources” herein.
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Securities available for sale is predominately a portfolio
of debt securities, where the individual securities have varying
degrees of credit risk. At December 31, 2004, the average
credit rating of this portfolio was AA+ or the equivalent
thereto as determined through rating agencies or internal re-
view. AIGFP has also entered into credit derivative transac-
tions to economically hedge its credit risk associated with
$225 million of these securities. Securities deemed below in-
vestment grade at December 31, 2004 amounted to approxi-
mately $62 million in fair value representing 0.2 percent of the
total AIGFP securities available for sale. There have been no
significant downgrades through March 31, 2005.

AIGFP’s risk management objective is to minimize inter-
est rate, currency, commodity and equity risks associated with
its securities available for sale. That is, when AIGFP purchases
a security for its securities available for sale investment portfo-
lio, it simultaneously enters into an offsetting internal hedge
such that the payment terms of the hedging transaction offset
the payment terms of the investment security, which achieves
the economic result of converting the return on the underlying
security to USD LIBOR plus or minus a spread based on the
underlying profit on each security on the initial trade date.
The market risk associated with such internal hedges is man-
aged on a portfolio basis, with third party hedging transac-
tions executed as necessary. As hedge accounting treatment is
not achieved in accordance with FAS 133, the unrealized gains
and losses on these securities, resulting from changes in inter-
est rates, currency rates, commodity and equity prices, are
recorded in accumulared other comprehensive income while
the unrealized gains and losses on the related economic hedges
are reflected in operating income. When a security is sold, the
related hedging transaction is terminated. The realized gain or
loss with respect to each security is then recorded in operating
income.

Securities purchased under agreements to resell are
treated as collateralized financing transactions. AIGFP takes
possession of or obtains a security interest in securities pur-
chased under agreements to resell. AIGFP further minimizes
its credit risk by monitoring counterparty credit exposure and,
when it deems necessary, it requires additional collateral to be
deposited. Trading securities, at market value are marked to
market daily and are held to meet the short-term risk manage-
ment objectives of AIGFP.

AIGF? is exposed to credit risk. If its securities available
for sale portfolio were to suffer significant default and the
collateral held declined significantly in value with no replace-
ment, or the credit default swap counterparty failed to per-
form, AIGFP could have a liquidity strain. AIG guarantees
AIGFP’s payment obligations, including its debt obligations.
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AIGFP also conducts, as principal, market-making and
trading activities in foreign exchange and commodities, pri-
marily precious metals. AIGFP owns inventories in the com-
modities in which it trades and may reduce the exposure to
market risk through the use of swaps, forwards, futures, and
option contracts. AIGFP uses derivatives to manage the eco-
nomic exposure of its various trading positions and transac-
tions from adverse movements of interest rates, foreign
currency exchange rates and commodity prices. AIGFP sup-
ports its trading activities largely through trading liabilities,
unrealized losses on swaps, short-term borrowings, securities
sold under agreements to repurchase and securities and com-
modities sold but not yet purchased. See also the discussions
under “Capital Resources” herein and Note 20 of Notes to
Financial Statements.

The gross unrealized gains and gross unrealized losses of Capital
Markets operations included in the financial services assets and
liabilities at December 31, 2004 were as follows:

Gross Gross
Unrealized  Unrealized
(in millions) Gains Losses

Securities available for sale, at market
value(@

Unrealized gain/loss on swaps, options and
forward transactions(®/

$ 1,706 $ 103

22,670

(a) See also Note 8(h) of Notes to Financial Statements.
(b) These amounts are also presented as the respective balance sheet
amounts.

18,132

AIGFP’s interest rate and currency risks on securities
available for sale, at market, are economically managed by
taking internal offsetting positions on a security by security
basis with its derivatives portfolio, thereby offsetting a signifi-
cant portion of the unrealized appreciation or depreciation.
As previously discussed in “Financial Services Results” these
economic offsets do not meet the hedge accounting require-
ments of FAS 133.

Trading securities, at market value, and securities and
spot commodities sold but not yet purchased, at market value,
are marked to market daily with the unrealized gain or loss
being recognized in income at that time. These trading securi-
ties are held to meet the short-term risk management objec-
tives of Capital Markets operations.

The senior management of AIG defines the policies and
establishes general operating parameters for Capital Markets
operations. AIG’s senior management has established various
oversight committees to review the various financial market,
operational and credit issues of the Capital Markets opera-
tions. The senior management of AIGFP reports the results of
its operations to and reviews future strategies with AIG’s se-
nior management.




AIG actively manages the exposures to limit potential
losses, while maximizing the rewards afforded by these busi-
ness opportunities. In doing so, AIG must continually manage
a variety of exposures including credit, market, liquidity, op-
erational and legal risks.

AIGFP held a large portfolio of privately negotiated fi-
nancing transactions with institutional counterparties in the
United Kingdom. Certain provisions in the UK Finance Bill
that was published by the House of Commons on March 22,
2005 have caused AIGFP’s counterparties to exercise rights to
unwind these transactions early. Although the unwind of
these transactions will not cause AIGFP to suffer any losses,
the unwinds do mean that AIGFP will not realize spread in-
come in the future that AIGFP expects it would have realized
had the transactions remained outstanding. The aggregate re-
duction in 2005 operating income attributable to such fore-
gone future accrual earnings is currently expected to be
approximately $75 million.

Asset Management Operations

AIG’s Asset Management operations comprise a wide variety
of investment-related services and investment products includ-
ing institutional and retail asset management, broker dealer
services and spread-based investment business from the sale of
guaranteed investment contracts, also known as funding
agreements (GICs). Such services and products are offered to
individuals and institutions both domestically and overseas.

As discussed above, AIG Retirement Services operations
are now reported with Life Insurance operations. Therefore,
Asset Management operations now represent the results of
AIG’s asset management and brokerage services operations,
mutual fund operations and the foreign and domestic GIC
operations.

Asset Management revenues and operating income for 2004,
2003 and 2002 were as follows:

2004 2003 2002
(in millions) (Restated) {Restated)
Revenues:
Guaranteed investment
Contracts $3,191 $2,621 $2,559
Institutional Asset
Management(@ 1,035 661 547
Brokerage Services and
Mutual Funds 249 206 227
Other 217 155 152
Total $4,692 $3,643 $3,485
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2004 2003 2002
(in millions) (Restated) (Restated)
Operating income:
Guaranteed Investment
Contracts $1,014 $ 657 $ 674
Institutional Asset
Management(a) (b) 501 217 140
Brokerage Services and
Mutual Funds 70 60 48
Other 205 144 144
Total $1,790 $1,078 $1,006

(a) Includes AIG Global Investment Group and certain smaller asset
management operations.

(b) Includes the results of certain AIG managed private equity and real
estate funds that are consolidated effective December 31, 2003 pursu-
ant to FIN46R, “Consolidation of Variable Interest Entities”. For
2004, operating income includes $195 million of third-party limited
partner earnings offset in Minority interest expense.

Asset Management Results

Asset Management operating income increased in 2004 as a
result of the upturn in worldwide financial markets and a
strong global product portfolio. The operating income growth
results from fees related to the management of mutual funds
and various investment portfolios that are, in great part, con-
tingent upon the growth in the equity markets and customer
interest in equity sensitive products. Thus, as equity markets
expand and contract, the appetite for listed and private equity
investments changes. The revenues and operating income with
respect to this segment are similarly affected. GICs are sold
domestically and abroad to both institutions and individuals.
These products are written on an opportunistic basis when
market conditions are favorable. Thus, revenues, operating
income and cash flow attributable to GICs will vary from one
reporting period to the next. AIG expects to launch a matched
investment program utilizing issuances of AIG debt securities,
which will become AIG’s principal spread-based investment
activity. In light of recent developments, the timing of the
launch of this program is unclear. See “Certain Factors Affect-
ing AIG’s Business — Access to Capital Markets” for a discus-
sion of how the timing of this program may be delayed.
Because AIG’s credit spreads in the capital markets have wid-
ened following the ratings declines, there may be a reduction
in the earnings on new business in AIG’s institutional spread
based funding business.

Asset Management operating income represented
12.0 percent of AIG’s consolidated income before income
taxes, minority interest and cumulative effect of accounting
changes in 2004. This compares to 9.2 percent and 12.6 per-
cent in 2003 and 2002, respectively.
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At December 31, 2004, AIG’s third-party assets under
management, including both retail mutual funds and institu-
tional accounts, approximated $53 billion and the aggregate
GIC reserve was $54.1 billion.

Other Operations

Other income (deductions)-net includes AIG’s equity in cer-
tain minor majority-owned subsidiaries and certain partially
owned companies, realized foreign exchange transaction gains
and losses in substantially all currencies and unrealized gains
and losses in hyperinflationary currencies, the cash distribu-
tions on the liabilities connected to trust preferred stock, as
well as the income and expenses of the parent holding com-
pany and other miscellaneous income and expenses. Other
income (deductions)-net amounted to $(334) million,
$(1.17) billion and ${606) million in 2004, 2003 and 2002,
respectively. AIG’s equity in certain partially owned subsidiar-
ies includes $96 million in catastrophe losses in 2004. The
decline in 2003 was primarily the result of increases in pen-

sion and interest expenses.

al Resources

At December 31, 2004, AIG had total consolidated sharehold-
ers’ equity of $80.61 billion and total borrowings of
$95.26 billion. At that date, $85.28 billion of such borrow-
ings were either not guaranteed by AIG or were AIGFP’s
matched borrowings under obligations of guaranteed invest-
ment agreements (GIAs) or matched notes and bonds payable.

Borrowings

At December 31, 2004, AlG’s net borrowings were $8.50 billion
after reflecting amounts that were matched borrowings under
AIGFP’s obligations of GlAs, matched notes and bonds payable,
amounts not guaranteed by AIG and liabilities connected to trust
preferred stock. The following table summarizes borrowings out-
standing at December 31, 2004 and 2003 (Restated):

December 31, 2004 2003
(in millions) (Restated)
AIG’s net borrowings $ 8,498 $ 7,469
Liabilities connected to trust preferred

stock 1,489 1,682
AIGFP

GlAs 18,919 15,337

Matched notes and bonds payable 20,624 16,735
Borrowings not guaranteed by AIG 45,733 38,986
Total debt $95,263 $80,208
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Borrowings issued or guaranteed by AIG and those borrowings
not guaranteed by AIG at December 31, 2004 and 2003 (Restated)
were as follows:

December 31, 2004 2003
(in millions) (Restated)
AIG borrowings:
Medium term notes $ 667 $ 791
Notes and bonds payable 2,980 3,141
Loans and mortgages payable 349 337
Total 3,996 4,269
Borrowings guaranteed by AlG:
AIGFP
GlAs 18,919 15,337
Notes and bonds payable 21,062 17,468
Total 39,981 32,805
AlG Funding, Inc. commercial paper 2,969 1,223
AGC Notes and bonds payable 1,095 1,244
Liabilities connected to trust preferred
stock 1,489 1,682
Total borrowings issued or
guaranteed by AIG 49,530 41,223
Borrowings not guaranteed by AIG:
ILFC
Commercial paper 2,670 1,575
Medium term notes 5,972 5,960
Notes and bonds payable(@ 15,734 14,431
Loans and mortgages payable(®) 40 143
Total 24,416 22,109
AGF
Commercial paper 3,686 2,877
Medium term notes 13,709 9,704
Notes and bonds payable 1,585 1,739
Total 18,980 14,320
Commercial paper:
AIG Credit Card Company (Taiwan) 359 250
AlG Finance (Taiwan) Limited 9 13
Total 368 263
Loans and mortgages payable:
AIGCFG 792 624
AIG Finance (Hong Kong) Limited 49 161
Total 841 785
Other Subsidiaries 829 725

(continued)




December 31, 2004 2003
(in millions) (Restated)
Variable Interest Entity debt:
ILFC(c) _ 464
AlG Global Investment Group - 6
AlG Global Real Estate Investment 8 -
AlG Capital Partners 165 148
AIG SunAmerica 126 166
Total 299 784
Total borrowings not guaranteed by AlG 45,733 38,986
Total debt $95,263 $80,209

{a) Includes borrowings under Export Credit Facility of $1.7 billion.
(b) Capital lease obligations.
(c) Synthetic lease obligations expired in September 2004.

For a description of the effects on AIG’s capital resources,
including the cost of borrowing, of recent downgrades and
rating actions by the major rating agencies, see the discussion
under “Outlook™ herein and “Certain Factors Affecting AIG’s
Business — AIG’s Credit Ratings,” as well as Note 9 of Notes
to Financial Statements.

During 2004, AIG did not issue any medium term notes,
and $124 million of previously issued notes matured or were
redeemed. AIG completed an exchange offer in April 2004
with respect to Rule 144A/Regulation S Notes and issued in
exchange substantially identical notes that are registered
under the Securities Act. On August 15, 2004, Eurodollar zero
coupon notes with a face value of $189 million matured. AIG
intends to continue its customary practice of issuing debt
securities from time to time to meet its financing needs and
those of certain of its subsidiaries for general corporate
purposes, as well as to initiate a matched investment program.
However AIG’s ability to do so may be limited due to the
delay in filing its periodic financial reports. See ‘“Certain
Factors Affecting AIG’s Business — Access to Capital
Markets.”

On November 9, 2001, AIG received proceeds of
approximately $1 billion from the issuance of Zero Coupon
Convertible Senior Debentures Due 2031 with an aggregate
principal amount at maturity of approximately $1.52 billion.
Commencing January 1, 2002, the debentures are convertible
into shares of AIG common stock at a conversion rate of
6.0627 shares per $1,000 principal amount of debentures if
AIG common stock trades at certain levels for certain time
periods. The debentures are callable by AIG on or after
November 9, 2006. Also, holders can require AIG to
repurchase these debentures once every five years beginning
on November 9, 2006.

AIGFP uses the proceeds from the issuance of notes and
bonds and GIA borrowings to invest in a diversified portfolio
of securities and derivative transactions. The borrowings may

American International Group, Inc. and Subsidiaries

also be temporarily invested in securities purchased under
agreements to resell. See also the discussions under
“Operating Review,” “Liquidity” and “Derivatives” herein
and Notes 1, 8, 9 and 20 of Notes to Financial Statements.

AIGFP has established a Euro Medium Term Note
Program under which an aggregate principal amount of up to
$5.0 billion of notes may be outstanding. The program
provides that additional notes may be issued to replace
matured or redeemed notes. As of December 31, 2004,
$7.24 billion of notes had been issued under the program,
$4.57 billion of which
$213 million resulting from foreign exchange translation into
U.S. dollars. Notes issued under this program are included in
Notes and Bonds Payable in the preceding table of
borrowings.

were outstanding, including

AIG Funding, Inc. (AIG Funding), through the issuance of
commercial paper, helps fulfill the short-term cash
requirements of AIG and its subsidiaries. AIG Funding intends
to continue to meet AIG’s funding requirements through the
issuance of commercial paper guaranteed by AIG. The
issuance of AIG Funding’s commercial paper is subject to the
approval of AIG’s Board of Directors.

AIG and AIG Funding are parties to unsecured syndicated
revolving credit facilities aggregating $2.75 billion, consisting
of $1.375 billion in a 364-day revolving credit facility that
expires in July of 2005 and $1.375 billion in a five-year
revolving credit facility that expires in July of 2007. The
364-day facility allows for the conversion by AIG of any
outstanding loans at expiration into one-year term loans. The
facilities can be used for general corporate purposes and also
to provide backup for AIG’s commercial paper programs
administered by AIG Funding. AIG expects to replace or
extend these credit facilities on or prior to their expiration.
There are currently no borrowings outstanding under these

facilities, nor were any borrowings outstanding as of
December 31, 2004.

AIG obtained waivers from the lenders under these
revolving credit facilities providing for the extension of the
delivery date of AIG’s consolidated financial statements for
year-end 2004 and for the first quarter of 2005 through
June 30, 2005.
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AIG is also a party to an unsecured inter-company revolv-
ing credit facility provided by certain of its subsidiaries aggre-
gating $2 billion that expires in October of 2005. The facility
allows for the conversion of any outstanding loans at expira-
tion into one-year term loans. The facility can be used for
general corporate purposes and also to provide backup for
AIG’s commercial paper programs. AIG expects to replace or
extend this credit facility on or prior to its expiration. There
are currently no borrowings outstanding under the inter-com-
pany facility, nor were any borrowings outstanding as of De-
cember 31, 2004,

As of November 2001, AIG guaranteed the notes and
bonds of AGC. During 2002, AGC issued $200 million in

notes which matured in March 2003. During 2004, $149 mil-
lion of previously issued notes matured.

Preferred stock issued by an AGC subsidiary, American
General Capital I, with a liquidation value of $200 million
was redeemed for cash on September 8, 2004. AGC redeemed
the related Junior Subordinated Debentures at that time, ex-
tinguishing the liabilities connected to the trust preferred
stock.

ILFC fulfills its short term cash requirements through the
issuance of commercial paper. The issuance of commercial
paper is subject to the approval of ILFC’s Board of Directors
and is not guaranteed by AIG. ILFC is a party to unsecured
syndicated revolving credit facilities aggregating $6.0 billion
at December 31, 2004. The facilities can be used for general
corporate purposes and also to provide backup for ILFC’s
commercial paper program and consist of $4.0 billion in a
364-day revolving credit facility that expires in October 2003,
with a one-year term out option, and $2.0 billion in a five-year
revolving credit facility that expires in October 2009. ILFC
expects to replace or extend these credit facilities on or prior
to their expiration. There are currently no borrowings under
these facilities, nor were any borrowings outstanding as of
December 31, 2004.

During 2004, ILFC increased the aggregate principal
amount outstanding of its medium term and long-term notes